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Foreword

t has been my pleasure over the past 10 years to

observe the progress of public/private ven-

tures across the U.S. Department of Defense,
first during my tenure with the U.S. Navy and
more recently as Deputy Assistant Secretary of
the Army, Installations, Housing & Partnerships. I
am pleased to see that the U.S. Army’s Residential
Communities Initiative (RCI) has dramatically
transformed housing on Army installations across
the country.

The Army, with 34 different RCI projects across
44 installations, was the first Service to meet the
Office of the Secretary of Defense mandate to
complete privatization plans by 2010. As with any
significant accomplishment, there are a number of
contributors to its success.

A small team of dedicated Army civilians
shepherded this program forward from the initial
concept stage. Initially detailed to the Army Secre-
tariat from other offices, this team was challenged
to work outside the traditional Army paradigm,
and to learn how to develop private-sector busi-
ness transactions, develop the necessary trans-
actional documents to execute them, and ensure

sustainability over the long term.

RCI could not have been implemented without
the spirit of partnership exhibited by the project
partners. They entered into first-of-a-kind busi-
ness arrangements with the Army and worked
collaboratively to navigate the uncharted waters of
the early privatization projects. The partners have
dealt with the impact of deployments, fluctua-
tions of housing allowances, credit crises, Office
of Management and Budget scoring changes, and
with the internal learning curve, as they worked to
recognize the difference between a classic contract
and a true business partnership.

As I review the challenges faced by early hous-
ing privatization detailed here, I marvel at the
progress the RCI program has achieved in such
a short period of time, while delivering a qual-
ity housing experience for our Soldiers and their
Families. And with the Army and the Nation facing
emergent pressures to reduce spending, RCI now
gives us a plausible business model that can be
exported to other categories of installations and
facilities, in terms of both their infrastructure and

their services.

Joseph F. Calcara
Deputy Assistant Secretary of the Army

Installations, Housing & Partnerships
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Preface

t is rare in one’s career to have the opportu-

nity to work on a program for which the stars

perfectly align. Such an opportunity comes
when you're working on the right program, with
the right people, at the right time. When the work
is important and you know that you're making a
difference for Soldiers and their Families. When
the entire team is passionate about the work and
when you learn something new every day. This is
what the Residential Communities Initiative (RCI)
program has been for those of us who have worked
on it over the past 12 years.

RCI was the right program. The Army
housing inventory had been languishing for some
time, not due to lack of skill or forward thinking
by the Army housing managers, but because of
the unpredictable funding stream and long lead
time associated with the budget process. Army
managers knew that if they requested enough
money to execute a large development or con-

struction project, it would in all likelihood not

be approved, because the limited construction
dollars had to be spread across many installa-
tions. In order to get a piece of the pie, managers
would divide projects into phases, hoping to get
incremental funding over a number of years so
as to keep a project moving through to comple-
tion. Unfortunately this plan rarely worked. One
phase would be funded, followed by a break of a
few years, to be followed by funding of another
phase, built by a totally different contractor. The
result was disjointed and sporadic construction,
which never resulted in the whole neighborhood
development that the Army desired. In spite of
the Army’s best efforts, the concept of building a
“community” appeared to be unachievable.

By privatizing housing under the RCI program,
however, and giving Soldiers the ability to pay rent,
the Army created a reliable stream of income that
private-sector developers could use for long-term,
continuous development. There was continuity of

concept and design, resulting in the development

xiii



FIGURE P-1. Some of the members of the RCI team gathered at Fort Belvoir, Va., in 2007.

From left to right: Tony Tramp, Randy Shed, Clarke Howard, Rhonda Hayes, Barbara Sincere,
Holly Guzowski, lan “Sandy” Clark, Sara Streff, Don Spigelmyer, and Tom Kraeer (kneeling).
Courtesy of RCI Office.

of communities that not only fostered neighbor-
hood interaction, but that gave the Soldiers a sense
of pride in where they lived.

RCI had the right people. RCI had the
visionary leadership of Sandy Apgar at the helm as
Assistant Secretary of the Army for Installations
and Environment during the initiation of the pro-
gram. Apgar quickly realized that the Army’s tradi-
tional approach to project management would not
work in this new effort. In the private sector, time
is money and the Army needed to develop a team
that could quickly respond to private-sector inqui-

ries and that had direct access to Army leaders

and decision makers. He moved the RCI program
from the bureaucratic, multi-layered trenches of
the Army staff directly to his own office. While
this move was certainly one of the secrets to RCI’s
success, it was its out-of-the-box thinking, which
would be seen repeatedly over the first 12 years of
the program, that would make the biggest differ-
ence. The Secretariat was supposed to provide
policy guidance and oversight; programs were not
supposed to be executed directly from the Secre-
tariat. As the RCI program gained more and more
success, the outcry to move it out of the Secretariat

became more and more pronounced. To their

Xiv
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credit, Assistant Secretaries for Installations and
Environment Apgar, Fiori, Prosch, Eastin, Hansen,
and Hammack continued to insist on keeping

the RCI program in the Secretariat. In fact, when
the issue was presented to LTG Lynch, the Assis-
tant Chief of Staff, Installation Management, and
Assistant Secretary Hammack for consideration in
November 2010, LTG Lynch’s response was, “If it
ain’t broke, don’t fix it.”

While the various Secretaries of the Army for
Installations and Environment put their stamp on
the RCI program in different ways, it was the RCI
team itself that was the lifeblood of the program.
Ted Lipham and Don Spigelmyer, sequentially,
were the two RCI program directors who fought
the early battles, followed in 2007 by Rhonda
Hayes as Director of Capital Ventures in the Army
Secretariat and Ivan Bolden as Chief of the Pub-
lic Private Initiatives Division of the Office of the
Assistant Chief of Staff for Installation Manage-
ment. Other team members integral to the success
of the RCI program were lan “Sandy” Clark, who
championed RCT’s portfolio and asset manage-
ment program, and Mark Connor from the Office
of General Counsel, who provided legal advice and
oversight for all the RCI projects. These stalwarts of
the program were supported by a group of hard-
working program managers, who were dedicated to
process improvement and who consistently worked
above and beyond normal duty hours in support of
the RCI mission.

A final component of the RCI team was the
private-sector real estate and financial consult-
ing firm contracted to support the RCI effort,

Jones Lang LaSalle. Jones Lang LaSalle assisted

the Army with business concepts, negotiation of
deal terms, and real estate advisory services in an
outstanding manner throughout the first 12 years

of the program. The company was considered an

FIGURE P-2. Several RCl team members making the morning
train commute to New York City to meet with consultants at
Lehman Brothers in 2006.

Courtesy of Randy Shed.

integral member of the RCI team, working side by
side with the government program managers at
every negotiation and every project closing. They
were completely invested in ensuring that the
Army’s interests were represented in every transac-
tion. The Army’s success with the RCI program is
attributable in no small measure to the dedication
of the consultants of Jones Lang LaSalle and, while
it is impossible to name them all, Barry Scribner,
Dean Stefanides, Tim McGarrity, Francis Stefanski,
Jennifer Hill-Leineweber, David Hoffman, Shan-
non Fisher, and David Ross were key contributors
to that success.

Finally, the developers who participated in the
RCI program and made it so successful must be
acknowledged. They all entered into the program
solicitations as business ventures, but each and
every one of them approached their projects as
much more than just another business deal. The
nature of the work and the sacrifices made by Sol-
diers struck a chord with them, and the develop-
ment community ended up providing much more
than development and property management.
Developers established charities and foundations,
provided family member scholarships, constructed

parks and war tributes, and participated in
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FIGURE P-3. RCl team members socializing together at a 2009 Professional Housing Management Association
Hospitality Night. From left to right: Todd Hunter, Rhonda Hayes, Nordin Perez, and Barbara Sincere.

Courtesy of Rhonda Hayes.

homecoming celebrations and memorial services.
Many of these contributions were made without
fanfare or recognition. They were made because of
the true spirit of partnership and patriotism fos-
tered by working for Soldiers and their Families on
a daily basis. The developers have been our busi-
ness partners over the past 12 years, but they have
been true supporters of the Army Quality of Life in
ways that we never envisioned. We truly appreciate
their ongoing support.

The RCI program was introduced at the
right time. The Army housing inventory was
in dire need of major renovation and replace-
ment. There was a backlog of more than $6.5

billion in maintenance, repair, and improvement

requirements, not to mention a significant deficit
of housing at a number of installations. The timing
was right not only in terms of the need, but also
in terms of the private-sector financial markets.
Between 1999 and 2008, when the majority of RCI
projects received private-sector funding, interest
rates were at all-time lows. The underwriting crite-
ria for projects were more favorable than they had
ever been, a factor that ultimately contributed to
the demise of the credit markets and a significant
restriction of credit post-2008, but which allowed
the projects to borrow significantly more money
than had been originally envisioned.

Additional funds led to additional develop-

ment and a better quality of life for Soldiers and
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their Families. And while Soldiers are always
deserving of a quality of life commensurate with
those they serve and protect, this is never more
true than during wartime. We had no idea when
RCI started that the housing would become criti-
cal to Soldiers’ peace of mind as they deployed for
extended periods of time to Southwest Asia during
Operation Desert Storm, Operation Iraqi Freedom,
and Operation Enduring Freedom. Due to the RCI
program, they could take some comfort in the fact
that their Families were in well-maintained homes
under the care of professional property manage-
ment teams who not only took care of the homes
but provided support for the Families under their
roofs. Under the RCI program, the Army was able
to be a limited member of the ownership entity,
allowing it to realign the housing inventory to
meet mission change initiatives such as Army
Modular Force, Grow the Army, and Base Realign-
ment and Closure.

Notwithstanding all the success of the RCI
program and the positive impact that it has had on
the Army mission and the Soldier Quality of Life,
it would have been negligent of us not to chronicle
the challenges encountered from inception to com-
pletion of the initial development periods. Don
Spigelmyer recognized that the RCI story was one
that might never be repeated again and initially
commissioned the writing of this history. Histori-
cal Research Associates, Inc., has done a remark-
able job distilling mountains of material and
conducting numerous interviews over the past few
years in an effort to be as comprehensive in telling
the RCI story as possible. With the support of the
United States Army Corps of Engineers, Historical
Research Associates has produced a memorable
and informative book, one that should serve as
both a history and a learning tool for those seeking

to implement similar programs in the future.

While the success of the RCI program has been
unparalleled during the first 12 years of the program,
the next 40 years will be the true test of its success.
The program is envisioned as self-sustaining; it has
the ability to take down additional debt, if needed,
and to draw on accounts funded by continual
reinvestment of revenues over time in order to fund
future renovation and construction requirements.
If allowed to continue in the manner envisioned by
those who pioneered the program, there is no doubt
that RCI’s success would continue for decades.

Unfortunately, the rules are already begin-
ning to change. Government bureaucrats seek to
change the rules that are the cornerstones of the
program. In an effort to protect the government
from perceived budgetary obligations, rules are
now implemented that would have precluded
the very existence of the program had they been
interpreted in this manner during RCI’s inception.
Policymakers who never totally supported the pro-
gram are now moving toward an interpretation of
existing laws and regulations based on mispercep-
tions of government liability in the deal structures.
Rather than move toward interpretations of rules
that would harm an obviously successful program,
why not think outside the box? Learn how the
program is really structured. Use it as a template
for future success.

In order for this to happen, the stars would have
to align—we would need the right program and the
right people at the right time. Can such a combina-
tion occur twice? For the sake of the RCI program

and other future programs like it, let’s hope so.

Rhonda Hayes

Director, Capital Ventures

Office of the Assistant Secretary of the Army,
Installations, Energy & Environment

September 2011
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TIMELINE

Timeline
Evolution of the MHPI Programs (by calendar year through June 1, 2010)

1992

Army Housing Division (AHD) commissions
Engineer Strategic Studies Center (ESSC), U.S. Army
Corps of Engineers, to develop a strategic plan for
Family Housing (FH) and Unaccompanied Personnel

1993

ESSC study completed. As a result, AHD develops

a three-pronged strategy for housing: (1) Plus- up
(added) funding; (2) Demolition; and/or (3) Transi-
tion of FH and UPH into business-like operations.

1994

Exchange program launched with Australian
Defense Housing Authority, drawing on Australian
experience with housing privatization to prepare
U.S. Army Housing for future transition to “private”

1995

First family housing privatization legislation passed,
authorizing Navy partnership to build/privatize hous-
ing off base at Corpus Christi, Texas.

OSD Housing establishes a team to evaluate privati-

Housing (UPH). business operations. zation cases and establish processes.
AHD creates CVI to jumpstart Army’s privatization
in anticipation of authorizing legislation.
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*We utilize the phrase Army “privatization programs” to refer to all three initiatives: FH, UPH, and PAL.

References to “RCI” include both FH and UPH.
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Introduction

n 2002, U.S. Representative Chet Edwards (D-

Texas) arrived at Fort Hood, Texas, to examine

new family housing that had been constructed
at the installation as part of the U.S. Army’s Resi-
dential Communities Initiative (RCI). The RCI was
an effort by the U.S. Army to use the legal author-
ity granted to it by Congress in 1996 to work with
private developers to construct, operate, maintain,
and manage military family and unaccompanied
(that is, single) housing. Also home to a pilot proj-
ect for the smaller privatization initiative that pre-
ceded the launch of the RCI program, Fort Hood
was one of the first installations to obtain new RCI
family housing. As Congressman Edwards gazed
at the pristine three- and four-bedroom homes, he
noticed one of the families that was about to move
into the new homes. “How is it?” Edwards asked
the mother, the wife of a sergeant stationed at Fort
Hood. “This is so incredible for my family and our

children,” the woman replied. “It is not only an

improvement in our quality of life. It says that our
country respects our family’s sacrifice.”

The Fort Hood example highlights how far the
Army had come in just a few years and reveals the
enormous impact that RCI had—not only on new
military housing construction, but also on soldiers’
sense that the nation recognized their sacrifices
and wanted to ensure that they and their families
were provided with comfortable, safe, and afford-
able homes. From its inception, RCI’s goal was to
improve soldiers’ quality of life, both in order to
increase retention and to show soldiers that the
Army recognized the sacrifice that they and their
families were making for their country. With these
noble ideals, RCI went forward, although its devel-
opment was by no means free of obstacles.

RCI was not the first experiment with privati-
zation for the Army, or even for the Department
of Defense (DOD). Since the late 1940s, Congress

had enacted several laws that allowed the military




FIGURE I-1. Residents behind family apartments renovated during RCI development at Fort Hood, Tex.

Courtesy of Lend Lease.

to partner with private industry to build housing
on installations. Even though these endeavors all
produced some housing, they had varying levels of
success and most of them floundered after just a
few years. RCI, however, would succeed where these
other initiatives had failed. Why? This history seeks
to answer that question by exploring the leadership
of the program, other programs that led up to RCI,
the context in which RCI appeared and evolved, the
program’s response to challenges along the way, and
the sheer necessity for it to succeed.

The RCI program was the product of several
years of debate and brainstorming by the Army,
other military services, the DOD, and Congress
about the DOD’s growing and severe family hous-
ing problem. As more and more service members
married and had children, and as expectations of
housing size and quality changed, the services had
both a significant need for new construction to
keep up with rising demand for on-post housing

and a need for renovation of more than 200,000

preexisting homes. The DOD estimated that it
would take 30 to 40 years and approximately $20
billion to fix these problems, but it had neither

the money nor the time for the renovations.> Thus,
Congress passed the Military Housing Privatization
Initiative (MHPI) as part of the National Defense
Authorization Act of 1996, providing the DOD
with the tools to partner with the private sector to
improve its severely inadequate housing.

Even as Congress still debated the MHPI bill,
the Army first tried to implement these tools under
the Capital Venture Initiatives (CVI) program in
1995, but initial progress was slow. When Mahlon
“Sandy” Apgar IV became Assistant Secretary of
the Army for Installations and Environment in
1998, he brought with him a robust vision of family
housing and christened his plan the Residential
Communities Initiative. From that point forward,
the housing privatization program progressed
rapidly. By the end of September 2010, the Army
had launched 34 privatized family housing projects
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FIGURE I-2. Map of RCI project sites as of January 11, 2011.
Courtesy of RCI Office.

encompassing 44 installations. (Some projects
involved multiple installations.) In the process, the
Army had leveraged nearly $1.2 billion of appropri-
ated funds into more than $11.5 billion worth of
new and renovated houses.3

At every installation, soldiers need housing. In
accordance with DOD policy, the Army relied on
the private sector to provide housing outside of the
gates for roughly two-thirds of its families, while
attempting to house the remaining one-third on
base. Overall management of the housing function
fell to the Army Housing Division within the Office
of the Assistant Chief of Staff for Installation Man-
agement (OACSIM).4

On the installations themselves, installation
commanders—at least before privatization—had
charge of housing their soldiers, according to the
policies and procedures set forth by the OACSIM
and the Office of the Assistant Secretary of the
Army for Installations and Environment (OASA,
I&E). Before privatization, each installation had a
housing office that helped soldiers secure hous-
ing, whether on post or off post. The Directorate
of Public Works on an installation had general
responsibility for maintaining on-post housing,
including responding to service requests. When
any new housing had been necessary, the Army

had requested funding through Congressional




Courtesy of Balfour Beatty Communities.

Military Construction appropriations and desig-
nated responsibility for the planning and construc-
tion to the U.S. Army Corps of Engineers, which
generally contracted with private parties for the
design and construction of the housing. With the
advent of the privatization program, many of these
on-post family housing functions shifted to private
developers, who partnered with the Army to con-
struct and manage on-post family housing.
Implementing privatization as the solution to
the Army’s family housing woes was not easy. From
the beginning of the RCI program in 1996 into the
twenty-first century, proponents of privatization,
including the Assistant Secretary of the Army for
Installations and Environment (ASA, I&E) and the
RCI Program Office, faced opposition and doubt
from internal and external stakeholders. These

included garrison commanders, as well as some

FIGURE I-3. Two family housing residents in their neighborhood at Fort Jackson, S.C.

within the OACSIM, Army headquarters, and
Congress. This was a new way of doing business
and change was not easy for Army leaders and con-
gressional members to accept. That the Assistant
Secretary’s office and the leaders of RCI persevered
is a testament to their belief in the program, their
own leadership, and the strength of RCI itself.

The following pages detail the genesis of the
privatization idea, its predecessors, the implemen-
tation of the RCI program, and the program’s suc-
cesses and setbacks along the way. The homes that
Congressman Edwards surveyed at Fort Hood in
2002 did not begin with the floor plan; rather, they
were the culmination of several years of experi-
mentation, brainstorming, bureaucratic blood, and
interoffice sweat. It is that story that this history

seeks to tell.
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FIGURE 1-1. Army housing for officers constructed
under the Capehart housing program in 1959.
Courtesy of History Office, USAMSCOoE.
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CHAPTER ONE

Military Family Housing Privatization
Measures Prior to 1996

aced with a severely deteriorating and dwin-

dling stock of military housing for members

of the U.S. armed services, Congress passed
a law in 1996—known as the Military Housing
Privatization Initiative (MHPI)—that allowed the
U.S. Department of Defense (DOD) to go outside
of the military to remedy the impending crisis.
The law specified that the armed services could
use innovative means to engage private develop-
ers for the construction and operation of military
housing. The act provided various means—such
as direct loans from the government to private
contractors, the formation of limited partnerships,
and the conveyance or leasing of DOD property to
private entities—to entice the private sector into
partnering with the DOD in the construction,
renovation, operation, and management of mili-
tary family and unaccompanied (single) housing.

The U.S Army used the draft authorities in

the MHPI bill and the subsequent legal powers
provided in the MHPI legislation to establish the

Capital Venture Initiatives (CVI) in 1995 and, sub-
sequently, the Residential Communities Initiative
(RCI) in 1998. Passage of the MHPI act, however,
did not occur in a vacuum; instead, the military
made several attempts to engage the private sector
in family housing development prior to 1996 and
conducted several studies in the early 1990s mak-
ing recommendations as to how military housing
could be improved. This chapter discusses the his-
tory of these different endeavors in order to explain
the background and context of the MHPI. Tracing
this background is useful for understanding how
the MHPI led to the RCI program.

FAMILY HOUSING PRIORTO THE 1980s
Because the Third Amendment to the U.S.
Constitution specifically prohibits the quarter-
ing of soldiers in private homes without owner
consent, the Army has had the responsibility of
housing its soldiers since the founding of the

United States. For much of the Army’s history,




FIGURE 1-2. Shuttered family housing at Camp Parks, Calif., pre-RCI.
Courtesy of Clark Realty Capital.

enlisted personnel were usually single men who
did not require family housing. Officers, however,
were more likely to be married, so the Army pro-
vided family housing, often on a rudimentary and
unsystematic basis. Congress funded this housing
through military appropriations, but such appro-
priations were spotty at best during the nineteenth
century, and matters did not improve much in the
early twentieth century. By the late 1920s, as U.S.
Army Corps of Engineers (USACE) historian Wil-
liam C. Baldwin points out, national publications
were decrying the poor conditions of Army hous-
ing, calling the situation a “national disgrace.”
The Army periodically made attempts to
improve its housing. In 1927, it received authoriza-
tion from Congress to construct barracks and hos-
pitals, using funds generated by the sale of World

War I military reservations. It also turned some

World War I temporary mobilization buildings
into family housing. Likewise, President Franklin
D. Roosevelt’s New Deal provided some stimulus
to the construction of new Army housing. Yet, a
concerted effort to provide more and better hous-
ing for Army personnel did not occur until after
the end of World War II, when concerns about the
Soviet Union and the Korean conflict led to a larger
peacetime force than the Army had ever seen.?
Though faced with a shortage of suitable housing
for this larger force, the Army committed to ensur-
ing that its troops had proper quarters.

One option that the Army had used histori-
cally was providing officers with a Basic Allow-
ance for Quarters (BAQ), money that would allow
them to procure housing in the private sector. At
first, only commissioned officers were eligible to

receive BAQ funds, but the Career Compensation
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Act of 1949 changed the eligibility rules so that
non-commissioned officers with at least seven
years in the military could also receive the BAQ.
The following year, the Dependents Assistance Act
of 1950 extended the housing allowance to enlisted
soldiers with dependents.? Nonetheless, the Army
continued to have as its goal, in the words of one
official in 1948, “to provide quarters on posts for all

authorized military personnel.”

Wherry Program

Facing this situation and wary of spending the
large amounts of money necessary to construct
new housing through the traditional military
construction method (whereby USACE would
use congressional appropriations to build hous-
ing), Congress explored other ideas of financ-
ing development on military bases. One of the
first came from U.S. Senator Kenneth S. Wherry
(R-Nebraska), who in 1949 proposed a bill that
would allow the Federal Housing Administration
(FHA) to provide mortgage insurance to private
developers to construct military housing on instal-
lations. Having this insurance, which essentially
meant that the FHA would pay off the loan if the
private developer could not, gave the developer
a measure of security, which was an important
incentive and facilitated the securing of financing.
According to Wherry’s program, which Presi-
dent Harry Truman signed into law in 1949 as an
amendment to the National Housing Act 0f 1934,
the Secretary of Defense would have to certify that
a housing shortage existed before an installation
could qualify. The Secretary of Defense would also
have to verify that the DOD was not planning to
close the installation. When these requirements
were met, private developers could get loans from
private lenders. The developer would then con-

struct and maintain houses located on installations
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FIGURE 1-3. Senator Kenneth Wherry of Nebraska, sponsor of
the Wherry housing legislation.
Courtesy of U.S. Senate Historical Office.

in accordance with the needs and requirements of
the participating military service.

Under the Wherry program, the DOD gen-
erally leased land at low rates to the private
developer (although some Wherry construction
occurred on private land near installations).
Soldiers rented the homes from the private
developer, paying their rent with their BAQ. The
FHA developed the rent schedules for Wherry
homes, setting rents at a price that would allow
developers to fund operation and maintenance
of the homes, as well as pay off the mortgage and
gain some profit from their work. The housing
remained the builders’ property for a period of 50
to 75 years. The incentives of mortgage insurance
and low land costs induced private developers to
construct approximately 84,000 housing units
(27,000 of which were on Army installations),
generally 830 square feet in size, on military bases

between 1950 and 1954.°




FIGURE 1-4. Indiana Senator Homer Capehart, proponent of
the Capehart housing program.
Courtesy of U.S. Senate Historical Office.

However, the Wherry program soon faced
several problems. Congress set the maximum
mortgage amount for the housing construction at
$8,100 per unit (later raised by Congress in 1951 for
high-cost areas), which brought rent within the
housing allowances of junior soldiers. Problems
arose when charges were levied that private devel-
opers were obtaining the $8,100 mortgages and
then constructing homes at a lesser cost, thereby
obtaining windfall profits, while also, presumably,
providing subpar housing (since they were not
spending as much to build the homes). Congress
investigated such charges, which ultimately led to
the dismissal of the FHA commissioner. Because of
these issues, the DOD did not utilize the Wherry
program to any large degree after August 1954, and
it was discontinued in 1955 when Congress imple-
mented another military housing project known as

the Capehart Program.”

Capehart Program

Senator Homer Capehart (R-Indiana) spon-
sored new legislation aimed at correcting the
Wherry program’s deficiencies. Under the so-called
Capehart program, the FHA continued to provide
mortgage insurance to private developers, who
formed distinct corporations charged with con-
structing housing on installations. But the develop-
ers would only build the housing; they would no
longer maintain it under a lengthy lease. The corpo-
ration contracted with private lenders for a 25-year
mortgage, 100 percent insured by the FHA, capped
at $13,500 per unit (which increased to $16,500 per
unit in 1956 and $19,800 per unit in 1960). Upon the
completion of construction, the service assumed
control over the mortgage and the housing became
government quarters. Service members living in
the homes forfeited their housing allowance, which
the services then used as mortgage payments and
for operation and maintenance of the housing.
To guard against the Wherry program’s alleged
windfall profits, Congress subjected the Capehart
Program to the Renegotiation Act of 1951, whereby
Congress could recoup any excessive profits gener-
ated by developers.®

President Dwight D. Eisenhower signed the
Capehart Program into law on August 11, 1955. It
operated from 1955 to 1962, generating approxi-
mately 115,000 housing units for the entire DOD,
36,000 of which went to the Army. Like the Wherry
Program, the Capehart Program faced increasing
criticism, especially after 1959. The complaints
focused mainly on the high cost of Capehart hous-
ing for the federal government, critics insisting
that traditional military construction with appro-
priated funds was cheaper. The practices of one
developer, Hal B. Hayes, who did not pay his sub-
contractors, indicated to some critics that neither
the FHA nor the DOD had enough oversight of the
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FIGURE 1-5. Capehart housing at Fort Belvoir, Va.
Courtesy of U.S. Army Corps of Engineers Office of History.

process. In 1962, Congress refused to extend the
Capehart program, stating that the DOD would
thenceforward construct military housing only
with appropriated funds.? The experiment with
using private developers for military construction
seemed to be dead.

In the eyes of many members of Congress,
programs such as Wherry and Capehart tied future
congresses to large debts that they had not autho-
rized. In modern terms, this was a type of “non-
discretionary funding” that limited the amount of
money future congresses had available to appropri-
ate. Yet both the Wherry and Capehart programs
clearly provided more family housing for military

personnel than the services had seen before, and

CHAPTER ONE

the number of new houses built in the roughly
15-year period when these two projects were in
existence would not be approached for many
years.” Because of the quantity of new housing
they provided, both Wherry and Capehart could be
considered successes, even though they were short-
lived programs.

Even with the houses built under Wherry and
Capehart, the armed services still faced housing
shortages, forcing many soldiers to look in the
private sector for homes. Indeed, in the early 1960s,
Secretary of Defense Robert McNamara declared
it DOD policy “to rely to the maximum extent
possible on the civilian economy to provide hous-

ing for service families,” and the goal of seeking,
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first and foremost, to house soldiers and their
families off base in the surrounding communi-

ties has remained in place ever since." This policy
seemed farsighted: as the United States became
more deeply involved in the Vietnam War, it had
little funding available for construction of family
housing or barracks. Yet despite the policy favoring
civilian housing and the lack of funding, the DOD
still considered it important to provide family
housing on installations.

Providing on-base, high-quality living quar-
ters for soldiers became an even larger issue after
1973, when the federal government eliminated
the draft and created an all-volunteer force. The
Army had to improve facilities in order to attract
new recruits, as well as to entice soldiers already in
uniform to re-enlist. In addition, the percentage of
enlisted personnel who were married increased in
the 1970s. By 1977, approximately 60 percent of all
military personnel were married. The higher num-
bers of married personnel, according to one report,
“strained DOD housing programs and allowance
systems, both of which were insufficient to yield
adequate housing (on base or in the commu-
nity) for many.” This was unfortunate, as studies
showed that the type of housing offered to military
personnel and their families had an impact on

whether individuals reenlisted.3

THE 1980s

As the economy weakened and military expen-
ditures declined in the post-Vietnam War era, the
DOD had even less money to spend on either the
construction of new housing or the maintenance of
existing homes. Under these conditions, the DOD
explored other options. One of these was using U.S.
Department of Housing and Urban Development
housing programs, one of which—the Section 236

program—allowed for the use of subsidized interest

rates in financing the construction of homes desig-
nated for low-income residents, specifically includ-
ing military households. However, federal officials,
among them the comptroller general, objected to
military use of subsidized civilian housing, in part
because there was a stigma associated with desig-
nating soldiers “low-income” people. The program
died in the early 1980s.

After the election of President Ronald Reagan
in 1979 and the Iran hostage crisis of 1979-81, the
new administration pressured Congress to appro-
priate more money for the DOD. Quality of life
issues—perceived as important in recruiting and
keeping soldiers—became even more significant.
As increasing numbers of enlisted personnel mar-
ried, it became more important for the DOD and
the armed services to be more “family-friendly.”

In this situation, the Army was able to capi-
talize on increased defense spending under the
Reagan administration to construct more family
housing. Yet even with this construction, hous-
ing shortages still persisted, especially for junior
enlisted soldiers. In some areas, the high cost of
housing prevented military members from finding
suitable accommodations. In addition, the defini-
tion of “suitable accommodations” was changing.
Whereas a family in the 1950s might have wel-
comed a house with only one bathroom, soldiers
in the 1980s had different expectations, including,
according to a contemporary newspaper article,
“more bathrooms ... more living and storage space,
various appliances, parking for at least two cars
and other amenities.”> Aware of these circum-
stances, the DOD implemented various initiatives,
including the Variable Housing Allowance (VHA),
which raised the housing allowance in high-cost
areas, in order to make housing more affordable.
As a result of studies conducted by experts such

as the Rand Corporation, which in 1982 indicated
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FIGURE 1-6. Pre-RCI duplex at Fort Polk, La.
Courtesy of Picerne Military Housing.

that private-sector development and the use of
housing allowances was the most efficient and eco-
nomical way of obtaining new housing, the DOD
investigated once more the option of partnering

with the private sector on housing construction.

Section 801 and 802 Programs

This turn towards privatization was not
surprising, given the fact that President Reagan
advocated privatizing many government functions
during his presidency. The Military Construction
Authorization Act of 1984, for example, contained
two different family housing programs that relied
on the private sector for construction. The first,
delineated in Section 8o1 of the act, was a build-
to-lease program that involved long-term leases.

Under its provisions, a private developer could

construct housing either on or off base and the
government would lease the housing from the
developer for a period not exceeding 20 years.
During that time, the developer would be respon-
sible for maintenance (although the government
would operate and maintain it if it was more cost-
effective that way) and at the end of the term the
government would have the right of first refusal
to purchase the housing. Soldiers assigned to the
housing forfeited their housing allowances. Under
Section 801, rental rates were based on the con-
gressional appropriations used for the construction
and maintenance of each development.”

Section 802 of the Military Construction
Authorization Act of 1984 called for the use
of rental guarantees to induce private-sector

involvement. According to this section, the
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government would guarantee for 15 years a 97 per-
cent occupancy rate for housing constructed by
private developers on private land near military
installations. The developer would give military
personnel priority in renting the homes, and the
renters would provide the developer with rent
out of their housing allowances. In contrast to
the DOD’s method of calculating housing rent in
Section 801, rental rates for Section 802 homes
were set according to a soldier’s Basic Allowance
for Housing (BAH), plus the VHA, plus 15 percent
as each soldier’s contribution.® The developer
would operate and maintain the housing. At the
end of the 15 years, the DOD would not purchase
the property; the private developer would be able
to use it as he or she wished. Under both the 801
and 802 programs, only those who were at the E-4
rank or above could live in the housing, and no
801 or 802 projects could be constructed unless
the DOD showed that an installation had a short-
age of family housing. The two programs were
originally established as pilots, but both became
permanent in 1991."

In both of these programs, it was important
whether the private housing was treated as gov-
ernment-owned or -leased or privately owned. If
the housing was government-owned or -leased, the
DOD could assign soldiers to it and the soldiers
would forfeit their housing allowance. If the hous-
ing was rented, the soldiers had to pay for it out
of their housing allowance, whether or not that
allowance actually covered the rental amount. In
both the programs, Congress specified that the
DOD had the right to assign service members to
the housing and that such assignment had to be
accepted.* However, the Army launched only one
Section 802 project, for which it decided to guar-
antee only rental occupancy, but did not include

mandatory assignments.*

The DOD had some success with the Section
801 program, even though the House Armed

Services Committee and House Appropriations

Committee had raised objections to the program by

the late 1980s. They feared that it cost taxpayers too
much money to lease land from private developers
and that the DOD was relying too heavily on
801 leases and too little on military construction
appropriations. There were also questions about
having the developers maintain the housing.
As aresult, the DOD assumed operation and
maintenance of some of the housing in 1987.

Private developers also had some reserva-
tions about both of the programs, in part because
the authorizing legislation stated that Congress
was not obligated to appropriate money for the
programs in future fiscal years. The uncertainty
about future congressional funding made it dif-
ficult for developers to obtain financing. But after
the USACE Office of General Counsel issued a
letter assuring developers of the government’s
intention to obtain annual appropriations, some
of these fears were allayed. Developers also had
concerns about Section 802 housing, mainly
because part of the rent (the part that would go
to the cost of the construction, rather than to the
maintenance of the building) was fixed over the
life of the agreement. In 1986 Congress allowed
rent to be raised to meet inflation. In addition,
the DOD admitted in 1986 that the rental guar-
antee program did not work in areas with high
land and labor costs, as it did not provide enough
incentive to private developers. Many members
of Congress especially opposed the 802 program,
believing that it was unworkable.>

Other problems with both programs arose
because of scoring issues with the Office of Man-
agement and Budget (OMB). As Corps historian

William Baldwin has explained, “The process of
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FIGURE 1-7. Pre-RCI housing at Fort Polk, La.
Courtesy of Picerne Military Housing.

‘scoring’ or ‘scorekeeping’ determined whether the
total cost of a long-term program would be charged
against the federal budget in the first year or would
be spread out over the life of the program.” In the
initial years of the 8o1 and 802 programs, OMB
scored them on a yearly basis. In 1990, however,

the OMB reversed its procedure, declaring that it
was more appropriate to score the entire cost of the
programs in their first year, meaning that the DOD
would have to cover the cost of the entire lease or
the entire rental guarantee in that first year. This
decision, in effect, killed the 801 and 802 programs,
as it negated the DOD’s budgetary advantage.
Despite these problems, Section 8o1 generated
approximately 4,080 homes for the DOD, including
new housing at Army installations at Fort Drum,
New York; Fort Hood, Texas; Fort Polk, Louisiana;
and Fort Bragg, North Carolina. Section 802 was
less successful, as by 1993 it had produced only a
small housing project of 276 homes at Kaneohe Bay

Marine Corps Air Station in Hawaii.»

CHAPTER ONE

Section 2667 Program

The DOD explored another privatization
option in the mid-1980s. Title 10, Section 2667 of
the U.S. Code (dealing with the Armed Forces)
authorized the secretary of any military depart-
ment to lease excess “real or personal property”
not needed by the department, as long as it was
in the interest of the nation’s defense.>* When
the 7th Infantry Division was designated in 1985
to return from Korea to Fort Ord in Monterey
County, California (a high-cost area for housing),

this Section 2667 authority was seen as a quick

way to provide housing for the incoming soldiers.

Therefore, the Army leased 50 acres at Fort Ord
to Ray Roeder and his California company, The
Rinc Organization, to provide 220 Fleetwood
single- and double-wide manufactured homes in
a neighborhood that became known as Brostrom
Park. The Army leased the homes from The Rinc
Organization under a 25-year lease, with the

understanding that the company could rent to
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15



non-military personnel if there was not enough
military demand.>

Brostrom Park satisfied the immediate need
for housing at Fort Ord, but long-term solutions
were necessary as well. Because the 2667 authority
had worked well, Fort Ord’s housing office, headed
by Ian “Sandy” Clark, elected to use it again after
a housing market analysis determined a need for
more housing at Fort Ord as well as at Fort Hunter
Liggett. Fort Ord issued a Request for Propos-
als (RFP), detailing what it needed, and from the
proposals received chose to partner with Empire
West Companies. Fort Ord entered into a 50-year
lease with Empire West, which then constructed,
operated, and maintained one- and two-bedroom
apartments that it rented to military personnel.
The rent for the apartments came from the sol-
diers’ housing allowance, but was based on the size
of the apartment and the number of amenities sol-
diers received. Rent was also indexed for inflation,
which enabled Empire West to increase their rental
fees to match the rate of inflation.*

However, in 1995, the Army announced that Fort
Ord would be closed under the Base Realignment
and Closure (BRAC) program. Under the terms of
their leases, the private developers were able to rent
the housing to government civilian employees and
then to any potential tenant. Brostrom Park was
renamed Bay View and became a desirable hous-
ing venue for residents of the towns of Seaside and
Marina, California. Similarly, Empire West rented its
facilities to civilians and survived the BRAC closure.
However, in the opinion of Sandy Clark, the 2667
experience at Fort Ord indicated that the private
developers had assumed too much of the risk and
that, in future endeavors, the Army had to offer
more guarantees to the partner.”

The privatization programs detailed above—

Wherry, Capehart, Sections 801, 802, and

2667—taught the DOD lessons about how to use
the private sector to construct and operate fam-

ily housing. According to Elizabeth L. Fagot, who
worked in the Army’s real estate division, these
lessons included recognizing the complexities of
the long-term relationship between the military
and the private sector that such programs entailed.
Because agreements under the 801 and 802 pro-
grams required years of cooperation, for example,
it was important that developers be familiar with
Army culture and that the Army commit itself to
partnering principles. Fagot also believed that the
Army needed to be more realistic about its capac-
ity for executing the property management and
administrative responsibilities required by such
agreements.”® To supplement these initial lessons
learned, B. J. Frankel, the Army’s director of real
estate, commissioned the USACE Office of History
to produce a research paper detailing the legisla-
tive and policy history of the Section 8o1 and 802
programs, as well as the Wherry and Capehart pro-
grams. In 1996, Corps historian William Baldwin
completed that document, “Four Housing Privati-
zation Programs,” which provided important back-
ground context as the Army discussed the possible

solutions to its future housing problems.>

THE 1990s

Despite the experiments with the 8o1, 802,
2667, and other programs, the DOD entered the
1990s still facing a lack of adequate housing for its
members. The situation was exacerbated as the fed-
eral government made increasing efforts to balance
its budget and relieve the massive deficit that had
accrued during the 1980s. As part of this process,
Congress and the Clinton administration focused
on privatizing governmental tasks and reducing
the size of military forces, especially in Europe, as

the Cold War came to an end. The greater austerity
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FIGURE 1-8. Family housing apartments prior to RCI development at Fort Bragg, N.C.

Courtesy of Picerne Military Housing.

in federal spending and the military downsizing
meant that less money was available for family
housing construction and maintenance.

In addition, the military as a whole experienced
a change of climate in management and admin-
istration during the late 1980s and early 1990s. As
Assistant Secretary of the Army for Installations,
Logistics and Environment Susan Morrisey Liv-
ingstone explained, “The Army was looking at new
programs, new concepts, and new ways of doing
business.” One thing on which Livingstone focused
was integrating installations “in the thought pro-
cess of Army readiness.” Fearing that the Army had
relegated installation management to a backseat,

Livingstone proposed the creation of the Office of

the Assistant Chief of Staff for Installation Manage-
ment (OACSIM) within Army Headquarters. She
hoped that the new agency would provide installa-
tion management and training for the Army Staff.
The Army formally established the OACSIM on
October 1, 1993.3°

With this increased emphasis on the impor-
tance of installations and a recognition of the poor
state of housing on those installations came the
Army’s realization that “the only certainty confront-
ing tomorrow’s Army is a declining defense budget.”
This meant that Army housing planners needed
to “reexamine their fundamental philosophy and
establish a strategic course for the twenty-first

century.”* This was especially important as several
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studies commissioned in the early 1990s found
that familial conditions—including housing—were
important factors influencing soldier reenlistment.
As one report explained, “The availability and qual-
ity of housing ... is critical for the Soldier and his

Family’s adaptation to the Army.”>*

Studies on Military Family Housing

In order to formulate new policies for family
housing, the DOD commissioned several reports
and studies in the early 1990s. One of the first,
commissioned by the Army and conducted by the
USACE Engineer Strategic Studies Center, was
published in 1993 as a strategic plan for Army fam-
ily and unaccompanied housing. The impetus for
this study was a 1992 inquiry by the Army’s Chief
of Staff as to whether anyone was completing a
“think piece” on Army family housing and what the
military service’s needs were. Based on that ques-
tion, the Army asked the Corps, which served as
the traditional contracting and construction arm
for military housing, to undertake the study. The
study was to focus on the current state of military
housing, issues that required leadership attention,
and the development of “an Army vision” for family
housing.» Several individuals who would later be
involved in RCI were on the team that the Corps put
together for this study, including Don Spigelmyer,
who would later become director of the RCI office.3

The Corps team conducted written surveys and
oral interviews to collect information from senior
leaders and managers in the Army and the Office
of the Secretary of Defense (OSD), as well as from
installation housing offices and residents of family
housing. It then analyzed the data to identify “the
more significant social, economic, and political
trends” relative to family housing and used this
information to construct a vision of Army housing

and specific goals. In doing so, the Corps assumed

that “the ultimate objective of the Army is to attract
and maintain quality people” and that “attracting
and maintaining quality people require[s] a quality
working and living environment.”s

The Corps housing study determined that the
Army had approximately 117,000 units of family
housing in the United States, and that approxi-
mately 89,000 of these homes were at least 25 years
old. Because each unit had undergone frequent
turnover and because standard maintenance had
not always been performed, it was determined that
“many of the Army’s houses are in conditions that
require major investments if they are to continue
sheltering Army families.”>® Approximately 92,000
of the 117,000 homes required some form of reha-
bilitation, ranging from major repairs to complete
demolition and replacement.’” As Don Spigelmyer
later put it, “They weren’t exactly Cadillacs when
they were built ... and we hadn’t put in the proper
amount of maintenance and repair into them.”s®
The Corps study estimated that the rehabilitation
and reconstruction efforts would cost the Army
at least $574 million per year for the next 10 years,
a total of roughly $6 billion to pay for the backlog
of much-needed renovations. Facing such a large
housing cost with a trimmed DOD budget—and
realizing that family housing did not have as high
a priority as other expenditures in the DOD—
Army leaders, according to the Corps, shifted their
perspective from relying on military construction
appropriations to embracing private-sector funding
of family housing. Even though the DOD had used
the private sector to provide housing for soldiers off
post, Army leadership, at least until the 1990s, had
continued to regard such reliance as only a tempo-
rary measure, not as a permanent solution.»

The major problem, according to the Corps,
was that the Army had traditionally con-

structed family housing for officers and senior

18 Privatizing Military Family Housing

non-commissioned officers (NCO), not junior
enlisted personnel. Yet by the 1990s, more than
50 percent of all junior enlisted soldiers were
married.« With no available housing for them

on post, these soldiers had to turn to off-post
options. However, because housing allowances
were based on grade, junior enlisted soldiers’
allowances often could not cover the cost of off-
post housing. Clearly, the Army had to do some-
thing in order to address this dilemma, especially
since the overriding theme that the Corps heard
from its respondents was that “Every Soldier
should have a home that is affordable, comfort-
able, and convenient—one that promotes a sense
of pride and loyalty.”# In order to achieve this
vision, the Corps stated, the Army had to develop
“innovative management techniques based on
future conditions” and “a more business-oriented
approach to running the installations.”

Also in 1993, the Congressional Budget Office
(CBO) conducted a study of military housing. The
CBO, which began operating in 1975 to provide
information to Congress for its budget decisions,
examined how effectively the traditional way of
housing military personnel worked—that is, pro-
viding housing to individuals on post and provid-
ing a housing allowance to those who lived off
post. It also studied the practicality of the DOD’s
policy of housing soldiers on base “only when
the private sector is unable to provide adequate,
affordable housing or when personnel must be
housed on base to ensure military readiness.”#

After making its examination, the CBO deter-
mined that the DOD’s methods were cost-effective
but that the DOD did not always follow these
methods, especially since many families preferred
to live on base rather than off. There were several
reasons for this preference, including the fact that

off-post families typically spent 20 percent more
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than their entire allowance to fund their hous-
ing, while on-post residents, who also forfeited
their entire housing allowance, were paying only
about 60 percent of the true cost of their housing.
This “price subsidy,” the CBO concluded, “encour-
ages service members to use DOD housing,” as
did several other intangible factors, such as the
sense of community that military members felt on
base. With many people preferring to live on base
and with what the CBO found to be an aging and
dilapidated housing inventory, the DOD needed
to make some hard choices about military hous-
ing. These decisions would be even more difficult
because of the reality of the DOD’s financial situ-
ation. In the CBO’s estimation, it would cost the
DOD $880 million a year between 1994 and 1999
to either replace or renovate its military hous-
ing inventory. This estimate did not include the
expense of constructing additional housing.+

In the CBO’s opinion, the DOD had five
options for solving its problems. First, it could
just keep the number of on-base housing units
static, replacing those that needed replacing but
not expanding its inventory in any significant way.
Second, it could reduce the number of families
living on base and rely more on the private sector.
Third, it could raise housing allowances, thereby
allowing better access to private-sector homes.
Fourth, it could “increase the regional differentials
in housing allowances, lowering allowances in
low-cost areas and raising them in high-cost ones.”
Finally, it could give housing allowances to those
soldiers living on base and have them pay for both
rent and utilities out of that allowance. Doing so
would allow the DOD to “operate its housing in a
manner similar to that of a private-sector provider.”
Whatever the case, the CBO was convinced that
the DOD had to entertain different options for

providing housing to its personnel, given the high
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FIGURE 1-9. President Bill Clinton (left) and Secretary of Defense William Perry (right), with
Colonel David H. Huntoon, U.S. Army, inspecting the troops at Fort Myer, Va., on January 14, 1997.

Photograph by Helene C. Stikkel. Courtesy of U.S. Department of Defense.

demand for on-post housing and the poor quality

of the existing inventory of that housing.+

THE MOVE TOWARDS PRIVATIZATION

As the military examined creative ways of solv-
ing its housing problem, it increasingly looked at
privatization, in part because of the general trend
in the federal government towards privatizing
governmental functions. In 1994, USACE commis-
sioned a study by the Delta Research Corporation
to develop methods of partnering with the private
sector for construction of family housing. This
study noted that the military had already engaged

private developers in several housing projects

(including the Wherry, Capehart, and Section 8o1
and 802 programs) but found that the instability of
such programs, coupled with stringent construc-
tion and maintenance standards, had created an
environment in which neither the military nor the
private sector had much interest in interacting.
Yet, the study concluded, there was hope. “When
DOD has successfully completed a large number
of housing projects under one or two privatization
authorities, and the process appears stable and less
risky,” it optimistically stated, “then installations
and developers will once again become interested
in using privatization as a means of obtaining mili-

tary family housing.”+
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The Delta report outlined specific barriers
that stood in the way of private developers and the
military working together. These included bond-
ing and escrow requirements; strict DOD con-
struction regulations (such as “rigidly defin[ing]
square footage requirement/s] for different family
sizes and pay grades”); uncertainty surrounding
what responsibilities the military would have in
the post-Cold War world; and military lifestyle.

To overcome these obstacles, the report recom-
mended that the DOD explore options such as
limited partnerships, in which it could establish
an Investment Board to arrange and manage
partnering opportunities. When the board had
identified an opportunity, the report suggested, it
could competitively select a private-sector partner
and enter into a partnership agreement with that
entity. As part of the partnership, the DOD would
relinquish responsibility for day-to-day manage-
ment of the housing to the developer, thus provid-
ing the partner with more freedom. The report also
explained that an out-leasing authority might be

a viable option, similar to what the 2667 program
provided for. In any case, the report concluded,
Congress would have to provide authorization

for the DOD to explore new ways of engaging the
private sector.

The exploration of different options for dealing
with military family housing received an additional
push when William ]. Perry became Secretary of
Defense in 1994. A businessman and aerospace
engineer who had served as an undersecretary dur-
ing the Carter administration and as Deputy Sec-
retary of Defense from 1993 to 1994, Perry placed a
high priority on improving the quality of life of the
United States’ military forces, and he saw hous-
ing as the major quality-of-life issue. “What I want
to do is equate dealing with the housing problem

with [military] readiness,” he explained. “I see a
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single, iron logic that drives me from one to the
other.#® But he also realized that traditional solu-
tions were no longer viable. “Our housing problem
has been a tough nut to crack,” he stated. “The
problem has developed over the past decade—par-
ticularly, a shortage of housing for junior enlisted
and junior officers.” Others in the Pentagon

also saw the housing problems. Comptroller John
Hamre commented, “If you ever drove up with your
kids to a college with that kind of housing, you'd
never leave your kid.” The situation was so severe,
Secretary Perry related, that poor housing was the
“number one complaint” that service members
made in his visits with them. Perry was determined
to change the situation and considered improve-
ments to housing as one of the “handful of lega-
cies” that he wanted to leave behind.>

Perry proposed an initiative to increase the
amount of DOD spending on family housing by
$450 million a year for six years, and to raise off-
base housing allowances. But such funding would
only be a drop in the bucket compared to the
amount of money needed to address the military’s
construction and renovation needs.> Therefore,
Perry directed the OSD to examine the hous-
ing situation, including the question of whether
privatization was a viable choice. The OSD first
needed to obtain feedback from housing officers,
personnel officers, and financial officers to arrive at
a comprehensive view of the issues. To do this, the
OSD engaged the Corps Engineer Strategic Studies
Center team, a group that had already produced
the 1993 study of Army housing partnerships with
the private sector.

The team examined a variety of reports on
military families and housing issues, as well as
quality-of-life studies, ultimately compiling all
of the information into a 1995 OSD task force

report on military family housing. This report
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first addressed the team’s findings on housing. It
determined that private construction off base was
a good alternative to on-post housing because it
was cost-effective, it gave the DOD greater flex-
ibility in placing troops on installations, and it
was preferred by some service members. Despite
this, the report admitted that on-post housing
was still necessary because the job responsibilities
of certain positions (e.g., emergency respond-
ers) required some military members to live on
base. In addition, the private sector in some areas
could not generate sufficient off-post housing.
This meant that the DOD had to provide on-post
housing. But, as other various reports had also
concluded, the cost of renovating and maintain-
ing current inventories across the services would
be huge, estimated in the report at more than $12
billion. In addition, the current supply of on-post
housing was not sufficient. Average waiting times
to get into such housing exceeded six months and
on some bases was more than two years.>

The OSD report concluded that there were
three key points that the DOD’s plan for fam-
ily housing had to address. First, “Every service
member deserves quality housing that promotes
pride, loyalty, and readiness” and the DOD had the
responsibility to provide that housing in one way
or another. In doing so, the report continued, the
DOD needed to maintain a “balanced approach”
to housing, as “no single strategy can be applied at
every installation to achieve the vision of providing
quality ... housing for military members and their
families.” Second, the DOD should focus on the
needs of junior enlisted families, who, according to
the report, required the most attention. “The basic
issue is that the private sector does not provide
adequate housing that junior enlisted can afford,”
the report explained, “and the installations do not

provide enough homes on base to accommodate

junior enlisted families.” Third, in order to address
these issues, the report recommended that the
military use the private sector more effectively

to increase its housing supply. Echoing the Delta
Research Corporation report commissioned by
USACE, the OSD suggested that the DOD examine
the option of entering into limited partnerships
with private developers. The OSD also recom-
mended that the DOD try to obtain out-leasing
authorization, as well as the ability to sell military
housing and land to fund housing replacement
and renovation.?

Interestingly, just as the OSD was compiling
data for its military family housing report, Con-
gress was already giving the U.S. Navy the neces-
sary authority to enter into limited privatization
partnerships. As noted previously, many within the
military services considered Section 801 and 802
authorities unworkable because of scoring issues.
But some Navy officials pondered the feasibility
of entering into limited partnerships with private
developers. The National Defense Authorization
Act for Fiscal Year 1995 provided the Navy with the
authority to enter into those partnerships, funding
them out of an account called the Navy Housing
Investment Account (consisting of appropriated
funds and the proceeds from investment repay-
ments or profits) that was governed by the Navy
Housing Investment Board (consisting of two
private-sector individuals and five government
officials). Under the partnership, the Navy could
contribute anywhere from 5 to 35 percent of the
development costs and the developer would con-
tribute the rest.>+

Using this authority, the Navy pursued two
limited partnerships—the first in Corpus Christi,
Texas, and the second in Everett, Washington. In
July 1996, the Navy entered into a 10-year part-

nership agreement with a private developer in
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Corpus Christi to build 404 family housing units in
Portland, Texas, and Kingsville, Texas (communi-
ties close to the Corpus Christi Naval Air Station,
the Ingleside Naval Station, and the Kingsville
Naval Air Station). The total cost of the project
was $32 million, of which the Navy contributed
$9.5 million, thereby allowing the developer to give
the Navy occupancy preference. Rents were based
on the housing allowance of an E-5, although the
rents of some of the homes exceeded that. At the
end of 10 years, the developer would sell the homes
and give the Navy its initial $9.5 million contribu-
tion, as well as one-third of the proceeds from
the sale. The partnership was similar in Everett,
Washington, where 185 family housing units were
to be built for service members at the Everett Naval
Station. In this case, however, 20 percent of the
homes would be sold each year after the sixth year,
rather than all at the end of 10 years.s

Along with the limited partnership approach
there were other proposals for increasing private-
sector involvement in military construction. In
1993, for example, the U.S. Army Community
and Family Support Center contracted with the
Logistics Management Institute (LMI) to study
whether the Army could use its Morale, Welfare
and Recreation (MWR) Non-Appropriated Fund
(those moneys generated by the MWR program)
to construct, operate, and maintain housing units
owned by a private developer but used by soldiers.
The LMI also examined the efficiency and cost-
effectiveness of using a combination of private
financing and the Non-Appropriated Fund to
establish public-private ventures. The LMI recom-
mended that the Army conduct some pilot projects
at Fort Riley, Fort Stewart, and in Hawaii, to see
which method worked best, although it recog-
nized that the Army would need special legislative

authority to conduct such experiments.*
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CONCLUSION

By the mid-1990s, then, several issues were
clear. First, the military had a significant housing
problem, in terms of both the number of houses
that needed repair and the overall supply of hous-
ing necessary for the military population. Second,
because the military became an all-volunteer force
in the 1970s, the need to provide adequate hous-
ing was even more pronounced, since it affected
whether or not personnel reenlisted. In trying to
deal with these issues, the DOD had some impor-
tant precedents (although some were unsuccess-
ful), including privatization programs enacted in
the 1940s, 1950s, 1980s, and 1990s. Any solution,
however, needed congressional authorization
before it could be implemented. Against this back-
drop, the DOD began focusing its efforts in the
mid-1990s on new legislation that would provide it
with the ability to work with private developers in

constructing military housing.
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FIGURE 2-1. Historic home that was
renovated as part of privatization of Army
housing-at Fort Riley, Kans.

Courtesy of Picerne Military Housing.
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CHAPTER TWO

The Passage of the Military Housing
Privatization Initiative Legislation, 1995-1996

n order to solve its housing problems, the U.S.

Department of Defense (DOD) was willing

in 1994 and 1995 to explore new and creative
solutions, but it lacked congressional authoriza-
tion to do so. The DOD called for new legislation
that would allow it to access a variety of ways to
engage the private sector, believing that that was
the best direction in which to move. At the same
time that officials worked with Congress toward
new legislation, the U.S. Army itself, anticipating
the passage of such a law, examined various ideas
of privatization, including the establishment of a
nonprofit corporation that would act as a sort of
housing authority. It finally settled on the Capi-
tal Venture Initiatives (CVI), a pre-Residential
Communities Initiative (RCI) program by which
the Army and private developers would work
together to develop new housing and to operate
and manage existing housing. It began making
plans to initiate a pilot CVI project at Fort Carson,

Colorado. By the time that President Bill Clinton

signed the Military Housing Privatization Initia-
tive into law in February 1996, the Army was well

down the road to privatization.

EARLY PROPOSALS FORTHE MILITARY
HOUSING PRIVATIZATION INITIATIVE

By the mid-1990s, numerous studies had been
completed addressing the military family housing
situation in the United States. Several of these had
concluded that privatizing at least some portion
of the family housing function was essential, in
part because it would cost the federal government
billions of dollars to fix the problem on its own.
In an era of deficit and defense spending reduc-
tions, that kind of money was not available. As
part of the move towards privatization, Congress
had included a provision in the National Defense
Authorization Act for Fiscal Year 1995 that allowed
the U.S. Navy to enter into limited partnerships
with private developers for housing construction.

Congress would further explore these kinds of
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FIGURE 2-2.Ted Lipham, one of the early leaders of Army
privatization.

Courtesy of Ted Lipham.

options as it debated the National Defense Authori-
zation Act for Fiscal Year 1996.

In the early 1990s, under the Engineering
Strategic Studies Center of the U.S. Army Corps of
Engineers (USACE), the Army had begun several
initiatives to improve its understanding of how
privatization might work. These efforts resulted in
a four-volume report on the status of Army housing
and recommendations for future actions. Acting
on the request of Dean Stefanides, chief of Army
Housing, Ted Lipham began investigating priva-
tization measures. Lipham was the head of Army
Family Housing’s Business Occupancy Program
(BOP), which tried to put into place more business-
oriented procedures for family housing, includ-
ing allocating funding to installations based on
actual occupancy. According to Lipham, the initial

investigations were intended to help the Army “to

get housing management ‘ready’ for future priva-
tization.” For the next two to three years, Lipham
remembered, “My whole time was consumed with
trying to come up with a mechanism to privatize all
the Army housing that we had.”> As part of a larger
DOD team, for example, Lipham went to examine
the Australian Defense Housing Authority, which
Australia had developed to solve its own military
housing dilemma. Lipham’s visit occurred as part
of an Army Housing-sponsored exchange program,
in which Army personnel went to Australia for six
months while Australians came to the United States,
to provide more information on the model. After
studying the program, some within the Army (and
within DOD, following briefings from Army offi-
cials) decided that it could be a viable option.3

Two recommendations came to the surface
when Secretary of Defense William J. Perry in 1994
appointed a Defense Science Board Task Force on
Quality of Life to examine, specifically, military
housing, personnel deployments, and community
and family services. Chaired by former Secretary
of the Army John Marsh, the task force examined
military housing, interviewing numerous soldiers
and their families. In its final report, published
in October 1995, the task force noted military
members’ perceptions that the quality of military
life had deteriorated in comparison with past
years, in part because of poor housing conditions.
Therefore, the report recommended that the DOD
undertake a “comprehensive restructuring of mili-
tary housing” through several initiatives, including
partnering with the private sector. Another sug-
gestion called for the DOD to establish a Military
Housing Authority along the lines of the Austra-
lian authority. That housing authority would serve
as a nonprofit organization, managing all housing
aspects through a governing Board of Directors,

which was to consist of both military and civilian
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FIGURE 2-3. Army family housing development at Fort Eustis, Va., prior to Army housing privatization.

Courtesy of Balfour Beatty Communities.

personnel. Under this program, members’ housing
allowances would be placed in a Military Housing
Authority account (supplemented by congressio-
nal appropriations and contributions from private
developers), which would then fund new construc-
tion, renovations, maintenance, and operations.*
Bernard Rostker, who was then serving as
Assistant Secretary of the Navy for Personnel
and who would later become Undersecretary of
the Army, enthusiastically embraced the idea of
a housing authority. Rostker actually pushed the
Quality of Life Task Force to include the housing
authority proposal, believing that entities such as
the New York State Dormitory Authority and the
Australian Defense Housing Authority held the
answer to the U.S. military’s housing problems.
Such entities, he believed, allowed organizations
to construct housing funded “on the basis of the
future income stream that will be created by stu-

dents living in those dormitories.” The New York

State Dormitory Authority, for example, owned,
operated, and maintained its housing, much as
the proposed Military Housing Authority would. If
something such as the Dormitory Authority “could
get ahead of the power curve, unload the burden
from the universities [which] never had much
money, and make money,” Rostker wondered,
why couldn’t the U.S. military?s Others within the
Office of the Secretary of Defense (OSD) were not
so sure. They expressed outright opposition to the
housing authority proposal because it would be
a new way of doing business, drastically different
from the usual Military Construction (MILCON)
process. In the words of Dean Stefanides, then
chief of Army housing, the Army “kept on get-
ting beat up by everybody” because of its support
for the proposal, even though the task force had
recommended it.

Along with the housing authority proposal,

other initiatives were put forward to solve the

The Passage of the Military Housing Privatization Initiative Legislation, 1995-1996
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FIGURE 2-4. Dean Stefanides, Chief of Army Housing in the
mid-1990s.

Courtesy of Dean Stefanides.

family housing problem. For example, Major
General John H. Little, Assistant Chief of Staff for
Installation Management (ACSIM), established
an Army Science Board Independent Assessment
panel toward the end of 1994 to evaluate hous-
ing privatization possibilities.” The panel met
throughout 1995 to discuss privatization. In one
meeting in March of that year, Brigadier General
Robert Herndon, director of facilities and hous-
ing, presented the ACSIM’s family housing vision.
According to the minutes of the meeting, Hern-
don stated that the Army’s policy was “to develop
innovative ideas to leverage limited resources.”®
In order to leverage the resources, the assessment
panel met with entrepreneurs and developers to
discuss housing alternatives.?

On another front, in January 1995, the DOD

put together a workshop on military housing

sponsored by the Urban Land Institute. At the
workshop, participants from both the military
and the private sector discussed various aspects

of privatization, including which solutions were
feasible and what obstacles could prevent priva-
tization from succeeding. Potential problems
included budget scoring (the process by which the
federal government accounts for future spending)
and the applicability of the Davis-Bacon Act, which
mandated the wage rates that workers on govern-
ment projects could be paid, as well as complex
government procurement requirements. After
addressing these topics, participants, according to
one observer, expressed “optimism that solutions
could be found.™

In the meantime, Congress too was exploring
the idea of privatization. After becoming chair of
the House Military Construction Committee in
1995, U.S. Representative Joel Hefley (R-Colorado)
decided that another source of funding for family
housing construction, renovation, and mainte-
nance had to be found. He had one of his staffers,
Philip Grone, begin looking into the privatization
issue. When Grone and Hefley met with Secretary
of Defense Perry, they became convinced that
privatization was the route to take.”

In March 1995, the House Subcommittee on
Military Installations and Facilities of the Commit-
tee on National Security held hearings on H.R. 1529,
a bill authorizing construction at military installa-
tions for Fiscal Year (FY) 1996. The bill included a
provision (Section 2402) stating that “The Secretary
of Defense may enter into agreements to construct,
acquire, and improve family housing (including
land acquisition) at or near military installations
for the purpose of encouraging private investments,
in the amount of $22,000,000.” Likewise, Section
2403 of the bill extended the limited partnership
authority that the Navy had received in 1994 to the
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FIGURE 2-5. Representative Joel Hefley of Colorado, pictured here during a 2003
visit to Incirlik Air Base in Turkey.

Courtesy of U.S. Air Force.

Army, Air Force, and Marine Corps, and it proposed
the creation of the Defense Housing Investment
Account and the Military Housing Investment
Boards (one for each military department) to fund
the limited partnerships.>

In the hearings on this bill, Hefley noted that
the provisions were included because Secretary
Perry was “struggling to do more with less.” Perry’s
submitted budget for FY 1996, Hefley continued,
reflected “the importance of quality of life pro-
grams particularly for improvements in military
family housing.” According to Congressman Hefley,
the DOD had generated “much discussion about
possible pilot programs and privatization initia-
tives in the area of military family housing,” largely

because “this is of great importance to Secretary

Perry” Other members of the subcommittee also
favored new solutions. U.S. Representative Solo-
mon Ortiz (D-Texas), who was instrumental in
getting the limited partnership provision for the
Navy in the 1995 National Defense Authorization
Act, for example, explained that he wanted to
“see new initiatives from the [DOD] that will seek
innovative ideas and ways to fund living space for
development.”s

Testimony presented by DOD witnesses at
the hearing indicated that the DOD was exploring
various initiatives, not just the housing authority, in
part because, as Deputy Assistant Secretary of the
Army (Installations and Housing) Paul W. Johnson
explained, “Maintaining quality housing for its

soldiers and families is one of the Army’s continuing
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challenges.” According to Air Force Civil Engineer
Major General James McCarthy, whatever new
methods the DOD developed would have to deal
with the scoring issue, which had killed the Section
801 and 802 programs since “scor[ing] the whole
mortgage period in the first year ... in effect defeats
the economics of it in terms of budget authority.”
Deputy Assistant Secretary of Defense (Installa-
tions) Robert E. Bayer noted that the DOD was
reviewing the Section 801 program, while also con-
versing with the private sector about the best tools
to use. By the first of April 1995, Bayer declared, the
DOD would be in a better position to explain exactly
what direction it wanted to go.*

Yet when the subcommittee reconvened in
April 1995, Congressman Ortiz noted that the
DOD had not yet developed a firm proposal,
although it was considering several possibilities.
According to Assistant Secretary of Defense (Eco-
nomic Security) Joshua Gotbaum, these included
modifying Section 8o1 so that the DOD could
sell on-base housing to a private entity; having
the private entity renovate the housing, and then
renting the housing back to DOD over time; and
modifying Section 802 so that the private sector
had some kind of insurance, such as having the
DOD “put up a limited amount of cash up front,”
to guard against base closures. Gotbaum noted
that the DOD had created a “Housing Finance
Tiger Team” (a tiger team is a group tasked with
specifically examining an issue to discover all of
the solutions and potential problems), including
representatives from all of the military services,
to identify possible tools, ensure that the tools
would work, develop legislative initiatives, and
simplify procurement. According to Gotbaum, the
team had studied issues at four bases—San Diego,
Keesler, Fort Hood, and Camp Lejeune—and met

with “base personnel, base commanders, base

engineers, et cetera, to say what kind of housing
do you need; and private developers to say, what
kind of projects are you willing to build?” Based on
the recommendations that the tiger team made,
Gotbaum concluded that the DOD would provide
a specific plan to Congress within a month.’s
According to Don Spigelmyer, who served on
the tiger team and helped draft the privatization

legislation, the team “talk[ed] to financers, devel-

opers, and property managers to find out what type

of incentives they needed to become involved in
privatizing the housing."® The team also examined
the history prepared by William Baldwin of the
U.S. Army Corps of Engineers’ Office of History
of how private capital had been used to stimulate
development under the Wherry, Capehart, Sec-
tion 801, and Section 802 programs.” This study,
together with other pieces Baldwin wrote survey-
ing the history of peacetime housing in the Army,
provided valuable lessons to the tiger team on the
problems encountered in the past when private
developers were called upon to build family hous-
ing. After studying these topics, the team decided
that the DOD, in the words of Gotbaum, should
“essentially polish up mostly authorities that we
already had in law and get the ability to use them
in conjunction with each other” The DOD also
needed to ensure that it had the capabilities to
allow private developers to own and manage its

housing inventory.®

The Military Family Housing
Revitalization Act

The DOD transmitted draft legislation imple-
menting the tiger team’s recommendations to
the Senate and the House on May 8, 1995. Judith
A. Miller of the DOD’s Office of General Counsel
notified Congress that the DOD’s proposal would

give it “authority to obtain new and improved
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FIGURE 2-6. Pre-privatization family housing in the Santa Fe neighborhood of
Schofield Barracks, Hawaii.

Courtesy of Lend Lease.

family housing and supporting facilities for the
armed forces using private capital and expertise.”
The DOD considered the legislation “of great
importance,” indicating as well that it was “in
accord with the program of the President.

The proposal, officially entitled “The Mili-
tary Family Housing Revitalization Act of 1995,”
contained several provisions. It provided the DOD
with the authority to out-lease or sell land under
its control, something that the DOD estimated
would result in significant reductions in project
costs. The legislation also established the Family
Housing Improvement Fund, which would be used
by the DOD as the funding mechanism for the
privatization partnerships envisioned by the leg-
islation. This fund would consist of money trans-
ferred by the Secretary of Defense out of DOD-
appropriated housing funds (after reprogramming

approval from the Congress), as well as any income

obtained from the leasing or conveyance of prop-
erty under the terms of the act. Congress could
also appropriate money specifically to the fund.
The proposed legislation included authoriza-
tion for the Secretary to use “direct loans, guar-
antees, insurance, or other contingent payments
to owners or mortgagors or assignees of family
housing.”>° The Secretary also had the authority
to enter into home leases and to make payments
to developers when the housing allowance did
not cover the cost of housing. The guarantees
would be used to cover contingencies such as base
closures or major deployments or realignments
of troops, not for general market conditions,
construction mistakes, or poor management.
The draft legislation also allowed the Secretary
to enter into investments with “nongovernmen-
tal entities,” such as “limited partnership inter-

ests, stock, debt instruments, or a combination
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thereof,” as long as such investments did not
exceed 35 percent (later 33 percent) of “the capital
costs of an acquisition or construction project.”
This provision basically extended to the other
military services an authority that the Navy
already had but had not yet used.

In its explanation of the proposal, the DOD
noted that the legislation “would authorize a
return to the successful policies that built so much
of the current inventory,” namely the “private-
sector financing and commercial construction
processes” of the Wherry and Capehart programs.>
In the words of Secretary Perry, the legislation
would give the DOD “the flexibility to provide for
our forces,” while also allowing it, “with the help of
Congress and the private sector, to solve a 30-year
problem in 10 years.”*

On May 15, 1995, Assistant Secretary Gotbaum
formally presented the proposed legislation to
the Senate Subcommittee on Readiness and the
Subcommittee on Personnel, both part of the
Committee on Armed Services. However, Gotbaum
talked about the legislation only in generalities,
explaining that the “approach” was to partner with
the private sector to “encourage housing develop-
ment” and maintenance; to build these homes
according to commercial standards; to contribute
land or cash as the government’s investment in
the projects; and to “commit to future payments
in exchange for development today.”* He did not
discuss the specific guarantee, investment, or leas-
ing authority in the legislation, although he did
explain that the DOD would test its privatization
program through pilot projects in order to investi-
gate which approaches worked and where.

U.S. Senator John McCain (R-Arizona), who
sat on the Committee on Armed Services, ques-
tioned the need to approve new authorities.
Could the DOD not use the old Section 801, 802,

and 2667 authorities, for example? Gotbaum
answered that many of these authorities “had
constraints within them which, although they
were consistent with commercial practice then,
are not consistent with commercial practice
today.” Budgeting procedures in the government
had changed as well, as had housing markets and
the sophistication of developers. Specifically, Sec-
tion 8o1 and 802 authorities were not applicable
because: they could not be used in combination;
the authorities contained limitations that were
inconsistent with private-sector practices and
requirements; and in some cases, Section 8o1 and
802 authorities failed to take into account that,
“because on-base housing is fully subsidized,
private replacements might require subsidies as
well” Accordingly, as Gotbaum pointed out, the
DOD wanted to “modify existing authorities to
correct these shortcomings, and thereby permit a

real test of private-sector capabilities.”

PASSAGE OF THE NATIONAL DEFENSE
AUTHORIZATION ACT FOR FISCAL
YEAR 1996

Based on the provisions spelled out in the
DOD’s proposal, the House Committee on
National Security reconfigured H.R. 1530 (the
national defense authorization bill for FY 1996).
These recommended provisions were incorporated
as Title XXVIII—General Provisions, Subtitle A—
Military Construction Program and Military Fam-
ily Housing Changes. Several sections of the bill
amended U.S. Code Title 10, Chapter 169, to allow
the Secretary of Defense to utilize the authorities
in the legislation to improve housing on military
installations. In addition, the bill revised some of
the authorities to allow for “phased occupancy of
completed family housing units.” It also gave the

Secretary authority to “lease or sell land, housing,
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FIGURE 2-7. U.S. Senator Strom Thurmond, who sponsored
the Senate’s National Defense Authorization Bill for Fiscal
Year 1996.

Courtesy of U.S. Senate Historical Office.

and ancillary supporting facilities” under his or
her control in order to obtain additional and reno-
vated housing.*®

The new bill also proposed the creation
of the Family Housing Improvement Fund
and provided the Secretary of Defense with
the authorization to enter into guarantees,
investments, and leases with private developers.
According to the proposal, the authority to use
limited partnerships would expire “five years
after the date of the enactment of the National
Defense Authorization Act for Fiscal Year 1996,”
and the Secretary was instructed to provide a
report to Congress by March 1, 2000, regarding
the effectiveness of the legislation in providing
housing to members of the armed forces and

their dependents.>”
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In the meantime, the Senate was develop-
ing its own national defense authorization bill,
introduced as S. 1026 by U.S. Senator Strom Thur-
mond (R-South Carolina) on July 12, 1995. The bill
contained provisions similar to those in H.R. 1530,
as it proposed the use of a combination of authori-
ties to entice private developers to partner with the
military. The limited partnership authority would
be expanded to all of the military services, and the
Secretary of Defense would be able to enter into
contracts for leasing, including investing up to 35
percent of the capital cost in nongovernmental
organizations, in order for acquisition, construc-
tion, improvement, or rehabilitation to take place.
In addition, the law would establish the Depart-
ment of Defense Housing Improvement Fund,
which would operate in a similar way to H.R. 1530’s
Family Housing Improvement Fund.*®

The National Defense Authorization Act, of
which the Military Family Housing Revitalization
Act 0f 1995 was just one component, had a host
of provisions dealing with funding for the DOD,
including establishment of a ballistic missile
defense system. Because of this, the bill was con-
troversial and various other pieces of partisan leg-
islation were introduced. * After three months of
work, the conference committee issued its report,
which essentially reorganized and consolidated the
sections on military family housing in S. 1026. All
of the items pertaining to housing privatization
were grouped under Subtitle A—Military Housing
Privatization Initiative of Title XXVIII—General
Provisions. Aside from adding a few definitions,
however, the subtitle contained essentially the
same provisions as S. 1026. Yet instead of merely
establishing the Department of Defense Housing
Improvement Fund (which the new bill renamed
the Department of Defense Family Housing

Improvement Fund), the new bill also set up the
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Department of Defense Military Unaccompanied
Housing Improvement Fund, to be administered
separately from the Family Housing fund.>®

Despite the name change, the composition
of the Family Housing Improvement Fund was
the same as it had been in S. 1026, although the
new bill specifically stated that the fund would
be used “to carry out activities in this subchapter
with respect to military family housing, including
activities required in connection with the plan-
ning, execution, and administration of contracts
entered into under the authority of this subchap-
ter.” Secretaries of individual services would be
required to transmit to Congress project reports
of every contract that the services entered into
for the construction of family and unaccompa-
nied housing, as well as “each conveyance or lease
proposed” under the law. Annual reports would be
required, just as they had been in S. 1026, as would
a final report after the authorities had expired.>
The bill also established a cap on spending at $850
million, and a cap on the Unaccompanied Hous-
ing Improvement Fund of $150 million, totaling $1
billion. The cap was, in essence, the legal limit on
the amount of money the military could spend on
privatization of housing under the MHPI authori-
ties. Congress included the cap in the legislation
as a way to limit federal spending in case the
privatization program failed, private developers
started accruing unreasonable profit margins, or
the money was being used inappropriately. Several
years later, the funding caps almost brought the
entire housing privatization program to a halt
when the services edged close to exceeding them.
(For additional details on the spending cap and
congressional scoring, see Chapter 8.)

After considering the conference committee’s
report, the House of Representatives agreed to the

changes and passed H.R. 1530 on December 15,

110 STAT. 544 PUBLIC LAW 104-106—FEB. 10, 1996

TITLE XXVIII—GENERAL PROVISIONS

Subtitle A—Military Housing Privatization
Initiative

SEC. 2801. ALTERNATIVE AUTHORITY FOR CONSTRUCTION AND
IMPROVEMENT OF MILITARY HOUSING.

(a) ALTERNATIVE AUTHORITY TO CONSTRUCT AND IMPROVE MILI-
TARY HoOUSING.—(1) Chapter 169 of title 10, United States Code,
is amended by adding at the end the following new subchapter:

"SUBCHAPTER IV—-ALTERNATIVE AUTHORITY FOR
ACQUISITION AND IMPROVEMENT OF MILITARY HOUSING

ces,
“2874. Leasing of housing to Be constructed.

“2875. Investments in nongovernmental entities.

“2876. Rontal guarantecs.

“2877. Differential lease payments.

*2878. Conveyance or lease of existing property and facilities.

“2879. Interim leases.

*2880. Unit size and type.

2881 Ancillaty supporting facilitcs.

“2887. Assignment of members of the armed forces to housing units.
“2883. Department of Defense Housing Funds.

“2884. Reports,

“2885. Expiration of authority.

“§2871. Definitions
“In this subchapter:

“(1) The term ‘ancillary supporting facilities’ means facili-
ties related to military housing units, including child care cen-
ters, day care centers, tot lots, community centers, housing
offices, dining facilities, unit offices, and other similar facilities
for the support of military housing.

“(2) The term ‘base closure law’ means the following:

“(A) Section 2687 of this title.
“(B) Title II of the Defense Authorization Amendments

and Base Closure and Realignment Act (Public Law 100—

526; 10 U.S.C. 2687 note).

“(C) The Defense Base Closure and Realignment Act

of 1990 (part A of title XXIX of Public Law 101-510;

10 U.S.C. 2687 note).

“(3) The term ‘construction’ means the construction of mili-
tary housing units and ancillary supporting facilities or the
improvement or rehabilitation of existing units or ancillary
supporting facilities.

“(4) The term ‘contract’ includes any contract, lease, or
other agreement entered into under the authority of this
subchapter.

“(551 The term Fund means the Department of Defense
Family Housing Improvement Fund or the Department of
Defense Military Unaccompanied Housing Improvement Fund

. established under section 2883(a) of this title.

“(6) The term ‘military unaccompanied housing’ means mili-
tary housing intended to i;c occupied by members of the armed
forces serving a tour of duty unaccompanied by dependents.

FIGURE 2-8. First page of theTitle 28 section of Public Law
104-106, which created the Military Housing Privatization
Initiative. U.S. Statutes at Large.

1995, and the Senate followed suit on December
19, 1995.32 President Bill Clinton, however, vetoed
the bill on December 28, 1995. He cited a variety
of reasons for his decision, including the bill’s
requirement to build a ballistic missile defense
system by 2003 that, in his mind, violated the
Anti-Ballistic Missile Treaty of 1972. Even with this
veto, he noted that H.R. 1530 included “a number
of important authorities for the Department of
Defense,” such as “the improvement of housing
facilities for our military personnel and their fami-
lies.”ss Perhaps predictably, Republicans opposing
the veto focused on the quality of life initiatives
that the bill contained, asserting that Clinton’s veto

meant that the President did not value the military

36

Privatizing Military Family Housing

or its personnel. In the words of U.S. Representa-
tive Floyd Spence (R-South Carolina), the legisla-
tion was “about improving the quality of life of the
All Volunteer Force,” and Clinton’s decision to “risk
these quality of life provisions [was] incomprehen-
sible.” Despite Republican objections to the veto,
the party could not generate enough support in the
House to override it. That meant that a new bill
had to be passed.>+

As the House began its deliberations on
another bill (S. 124 ), Congressman Hefley
expressed his hope that the committee would not
revisit the sections pertaining to military family
housing, as neither side had objected to those pro-
visions. Congressman Spence assured Hefley that
the deliberations “would not get down to housing,
[ am sure, because the President in his message to
us did not say anything to us about the housing
[provisions] that we passed.” Indeed, the housing
privatization measures in the proposed bill had
bipartisan support. Individuals such as U.S. Sena-
tor Jesse Bingaman (D-New Mexico), who casti-
gated much of the bill, stated that its only good
provisions were those dealing with military pay
and family housing. Likewise, Senator Bob Dole
(R-Kansas), who staunchly supported the entire
bill, lauded its housing privatization component,
which he believed would enable the DOD to use
innovative solutions to solve the family housing
problem.® As Hefley remembered it later, “There
was no partisanship in this at all”; privatization was
“avery bipartisan effort.”s”

When the conference committee issued a
report on S. 1124, the language pertaining to the
military housing privatization initiative in the
new bill was exactly the same as it had been in the
earlier, vetoed bill. The House agreed to the confer-
ence report and passed S. 1124 on January 24, 1996,

and the Senate followed suit on January 26, 1996.

CHAPTER TWO

On February 10, 1996, President Bill Clinton signed
the legislation into law, and it became the National

Defense Authorization Act for Fiscal Year 1996.3®

EARLY INITIATIVES UNDER THE MHPI
LEGISLATION

To coordinate privatization efforts across the
services, Secretary Perry established the Housing
Revitalization Support Office (HRSO) in October
1995. This office consisted of representatives from
each of the military services, as well as from OSD,
all of whom were knowledgeable about housing
and real estate matters. Envisioning the HRSO, in
the words of Deputy Assistant Secretary of Defense
(Installations) Robert Bayer, as the “focal point of
knowledge and expertise necessary to implement”
the privatization program, Perry gave the HRSO
the major task of discovering, through a system of
pilot projects, which authorities would work and
where 3 According to Joseph Sikes, who became
director of the HRSO in November 1996, the OSD
had merely “[thrown] everything up against the
wall that would stick” and had Congress pass a
“big bag full of authorities.” It was up to HRSO and
the services to determine how to use the authori-
ties to improve housing.+ HRSO and the services
also assumed responsibility for training housing
personnel in real estate and financial issues and
acted as the main developer of privatization poli-
cies, including those involving legal, financial, and
operational questions.#

HRSO thus began, working with each military
service to determine valid pilot projects for the
authorities. The DOD envisioned several steps in
the privatization process. First, each individual ser-
vice would develop a list of installations with hous-
ing deficits or renovation needs and provide it to
the HRSO. The HRSO, in tandem with the service’s

officials, would then visit the posts and decide,
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FIGURE 2-9. Don Spigelmyer, one of the main forces behind
the Capital Venture Initiatives program and future executive
director of the RCI Program, June 2003.

Courtesy of RCI Office.

first, whether privatization was feasible and, sec-
ond, which of the tools from the MHPI legislation
would work best. If privatization was feasible and
the OSD approved the project, HRSO would hold
an industry forum at the installation to engage
private developers. The DOD would then develop
a Request for Proposal (RFP), notify Congress of
its intent to issue the RFP, and then publish it after
receiving congressional approval.+ After evaluat-
ing responses to the RFP, the service would select
a development company that would then assume
responsibility for the housing. In addition to
whatever MHPI tools were used, funding for the
endeavor would come from service members using
their Basic Allowance for Housing (BAH) to pay
rent to the developer. Deputy Assistant Secretary
Bayer realized that the whole privatization process

was a significant “cultural change” for the DOD

because the military services had not worked with
these types of authorities or the private sector in
this way before, and he admitted in March 1996
that the DOD was still “working diligently to find
our way in this new culture.” It was imperative that
it do so, as, according to Bayer, the DOD would
have to spend $20 to $30 billion over 30 to 40 years
to solve its housing problem—money that the
Department did not have and could not hope to
attain in the future. Therefore, the DOD had to
take an innovative approach.

By March 1996, just a month after President
Clinton signed the National Defense Authorization
Act, the DOD had already begun heading down
the privatization road. Bayer reported to Congress
that the HRSO had identified 14 potential pilot
sites across the services to test the authorities.#
Fortunately, the Army had a leg up on privati-
zation because it had established the Capital
Venture Initiatives (CVI) office a year ahead of
the HRSO. As Don Spigelmyer, future executive
director of the RCI Program, explained, “The early
involvement of the CVI Team enabled the Army
to take and maintain the lead in privatization over
the other services.”+

As has already been discussed, in 1995, at
the request of Dean Stefanides, Chief of Army
Housing (a division within the Army’s Office
of the Assistant Chief of Staff for Installation
Management), the Army tasked Don Spigelmyer,
who had worked on the OSD tiger team and on
other privatization studies, to establish what
Spigelmyer called a “Capital Venture Initiatives”
team to implement privatization. The name of the
program, according to Spigelmyer, was meant to
emphasize the Army’s intent to use private capital
to rehabilitate its housing. Initially, the team was
just, in Spigelmyer’s words, “a lean, mean, 3-per-

son, temporary cell.”+ Eventually, it evolved into a
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FIGURE 2-10. Pre-privatization family housing at Fort Belvoir, Va.

Courtesy of Clark Realty Capital.

more established presence, consisting of repre-
sentatives from the Army, the U.S. Army Corps

of Engineers, and private financial, business, and
real estate consultants. It worked to develop the
Army’s privatization policy and procedures and,
in coordination with the HRSO, to test the various
authorities at pilot sites.*

To select the pilot sites, Deputy Assistant
Secretary of the Army (Installations and Housing)
Paul Johnson explained, the CVI team requested
that the Army Major Commands suggest instal-
lations where the CVI program could work. The
Army especially sought those installations that
had both housing deficits and good working
relationships with the surrounding community.+
According to Congressman Hefley, officials were
also looking for bases where housing could be
built to community standards “on the fringe” of
the installation. That way, Hefley explained, “You

could carve it out and it could be just another

CHAPTER TWO

The Passage of the Military Housing Privatization Initiative Legislation, 1995-1996

housing development within that community if
the base ever closed.”+

Potential pilot sites included Fort Carson,
Colorado; Fort Hood, Texas; Fort Bragg, North
Carolina; Fort Campbell, Kentucky; Fort Hua-
chuca, Arizona; Fort Eustis, Virginia; and Fort
Sill, Oklahoma. As the Army evaluated these
sites, it used the same procedures that the
HRSO had recommended, especially focus-
ing on meeting with community members and
private developers at each site. “Our experience
to date,” Johnson stated, “has shown that the
private sector is very interested in participating
in a partnership with the Government to acquire
or renovate housing.”>> However, major problems
existed. For one, as Lipham explained, Army
installations were reluctant to jump on the CVI
bandwagon. Installation staffs were concerned
about losing their jobs and installation com-

manders were concerned about losing control of
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their family housing assets. In essence, Lipham
related, “Nobody wanted to be involved.”

Given these concerns, the CVI program ended
up selecting as its initial housing privatization
effort a pilot project at Fort Carson, Colorado. At
Fort Carson, the CVI team found an installation
in desperate need of new housing, a highly sup-
portive community outside the base, and a com-
manding officer, Major General Thomas Schwarz,
who was receptive to family housing privatization.
In his desire to obtain better quality housing for
his soldiers, Schwarz pushed for privatization even
though a partnership with an outside developer
meant that he would be giving up some of the con-
trol a commanding officer traditionally held on an
Army installation. In September 1995, the CVI staff
began working directly with Schwartz and his staff
on an RFP for the selection of a private developer
to partner with the Army at Fort Carson. During
that time, the CVI-Fort Carson work group deter-
mined that certain aspects of any privatization
plan were essential to making Army housing priva-
tization a reality. For example, the CVI-Fort Carson
planners identified two important prerequisites
to the development of privatized Army housing at
Fort Carson: first, the necessity for a privatization
project to encompass all of the family housing on
the base, and, second, the financial importance of
tying rent to a soldier’s BAH. These principles were
enshrined in the eventual Fort Carson RFP and
subsequently became common elements of almost
all CVI and RCI projects.

Budget Scoring

Another early stumbling block to DOD housing
privatization was the Office of Management and
Budget’s (OMB) budget scoring of the program.
Budget scoring or, in the words of one publication,

“the percentage of dollar value, from 0% to 100%, of

a project’s cost that must be allocated to an agency’s
budget in a given fiscal year,” was a difficult issue in
the first years after passage of the Military Housing
Privatization Initiative.>> Because the authorities

in the 1996 legislation all committed government
resources in one form or another, the OMB had to
budget, or score, those monetary commitments.

Scoring could be explained in this way:

Similar to the credit scoring performed by
private sector lenders such as mortgage and
credit card companies, OMB scoring attempts
to quantify the risk exposure faced by the
Federal Government associated with utilizing
the MHPI authorities. This is primarily an
effort to quantify a future contingent liability to

the Federal Government.>

The DOD and Congress were both aware that
the Section 801 and 802 programs were no longer
viable, in part because OMB scored all of the project
costs in the first year. Doing so negated any kind
of economic benefit in doing the project over time.
If the OMB had maintained that stance in relation
to privatization projects, the DOD would have had
a tough road. In the months following the passage
of the legislation, it appeared that the OMB would
not soften its stance. As Deputy Assistant Secretary
Johnson related, all the considerations that had
caused the costs of MILCON projects to escalate—
such as the Federal Acquisition Regulation and the
OMB's scoring rules—were still in effect.5

Throughout 1996 and the first part of 1997,
the DOD wrestled with the OMB over the scor-
ing issue. According to Joseph Sikes, director of
the HRSO, who dealt with the OMB on many of
these issues, there were several OMB officials who
believed that any privatization proposal needed

to be scored at 100 percent in the first year of
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the program. If that happened, Sikes and others
believed, “the program would die,” much as the
8o1 and 802 authorities had perished. Finally, the
debate on the issue rose to the director of OMB,
Franklin Raines, and the Secretary of Defense
(Secretary Perry until January 1997, when Wil-
liam Cohen replaced him). As Sikes remembered,
“we were exchanging memos back and forth, first
between the Deputy Secretary [of Defense] and the
Deputy Director [of the OMB] and [then between]
the Director and the Secretary of Defense.”>s OMB’s
Deputy Director refused to budge on the issue, but
Raines, who was a former Fannie Mae chief execu-
tive officer, finally stepped in, according to one
observer, after Vice President Al Gore requested
that the OMB “make it happen.”s®

On June 25, 1997, Raines sent a memoran-
dum to Secretary of Defense Cohen, transmitting
scoring guidelines for projects using the MHPI
authorities.’” This memorandum, and others
exchanged between Raines and Cohen, became
the basis of the scoring guidelines used in hous-
ing privatization. The guidelines dealt with the
four different privatization tools outlined in the
MHPI legislation: investments, differential lease
payments, loan guarantees, and direct loans. The
guidelines established a distinct set of scoring
criteria for each of the tools.5® According to Sikes,
these new scoring guidelines enabled the privati-

zation program to proceed.>

Military Housing Authority

As the DOD and OMB worked out the scoring
issues, and as the HRSO and the Army’s CVI team
tested options, the OSD considered implementing
the Quality of Life Task Force’s recommendation
that the DOD establish a Military Housing Author-
ity. Deputy Assistant Secretary Bayer told Congress
in March 1996 that the DOD wondered whether a

CHAPTER TWO

Military Housing Corporation in each service could

“improve our housing situation even more rap-
idly.”*° In fact, the OSD had established a Defense
Housing Authority Working Group in 1995 to
investigate this possibility, while within the Army
the OACSIM had already developed a proposal to
create an Army Housing Authority.®

The Army had several ideas about the form
that the housing authority would take, but all of
the ideas stemmed from the service’s desire to

privatize housing in a way that still allowed instal-

lation commanders to maintain some control. One

proposal was to establish an Army Housing Cor-

poration, patterned after the Australian Defense

Housing Authority. According to this proposal, the

corporation would work in this way:

Army family housing would become a
Government Business Enterprise (GBE)

under the Secretary of the Army to: improve
the quality of housing for families; meet the
operational needs of Department of the Army;
and operate as a business and “break even.”
Assets would be transferred to AHA, and
occupants would forfeit housing allowances as
they do now.... Army would be authorized to
sell, buy and lease housing assets, and enter
into joint-ventures to develop housing areas.
A Board of Directors would be established and
be responsible for AHA activities. The Board
would include senior officers from appropriate
Army agencies and the private sector. Housing
management would be decentralized, i.e.,
maximum authority delegated to installation
managers. Commanders will still set

requirements and priorities of assignment.®

The Army saw this as a viable way to engage

the private sector, as it would be “very attractive”
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to the financial community. It would also allow
commanders at individual installations to continue
to manage housing. However, the Army estimated
that using the corporation to fix the family housing
problem would cost the Army 15 percent more than
the BAH of the soldiers occupying the housing,
making it more costly than the traditional method
of military construction. The Army also did not
know how the OMB would score the ventures of
such a corporation.®

After receiving feedback from the Army
Secretariat in 1996, Army Family Housing leaders
molded the Army Housing Corporation idea into
a proposal to create a nonprofit entity to govern
Army housing, such as a Non-Appropriated Fund
Instrumentality. As foreseen by the Army, the
nonprofit organization would receive funding from
the proceeds of military housing and land sales. It
could also “borrow against the property” in order
to fund renovations, and it could receive subsidies
from either the Army or the DOD. “The entity
would be able to buy and sell housing units to
meet changing military housing requirements,” the
proposal continued, and it would rent and operate
the housing, “using commercial property manage-
ment and procurement practices.”* The nonprofit
route would go beyond the CVI program to “full
privatization” (whereby the Army would divest all
of its housing functions to private entities), and it
appeared to be a good compromise between the
Secretary of the Army, who wanted the Army to
divest itself of housing responsibilities, and Army
commanders, who strongly advocated that instal-
lation commanders continue to control housing on
their bases.® Ultimately, however, the OMB ruled
in 1996 that a housing authority was to be consid-
ered a governmental entity. As a result, its actions
had to be scored up front. That led Congress to
quash the idea.%

CONCLUSION

When the Military Housing Privatization Ini-
tiative became law on February 10, 1996, the Army
was “ahead of the curve” compared to the other
services in the DOD housing privatization effort
because the service had already produced several
initiatives that mapped out how best to use the
authorities. But the real test would come when the
Army attempted to fully privatize housing on an
installation by way of a pilot project. Although the
Army had identified seven potential pilot sites for
its CVI program, it encountered some opposition
from installation leadership to actually implement-
ing privatization. Yet one installation—Fort Car-
son—was ready to take the privatization journey,
which would test whether or not the concept could

actually work.
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FIGURE 3-1. Blackfoot Hill Village,
a new RCI development at Fort
Carson, Colo., ca. 2001.

Courtesy of RCI Office.
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CHAPTER THREE

The Fort Carson CVI Pilot Housing
Project, 1994-1999

s Congress began debating the Military

Housing Privatization Initiative (MHPI)

legislation and the U.S. Army started
developing the Capital Venture Initiatives (CVI)
program in 1994, plans for privatizing housing
at Fort Carson in Colorado Springs, Colorado,
were already underway. In fact, the genesis
of the housing privatization program at Fort
Carson predated both CVI and the introduction
of the MHPI legislation. In 1994 and early 1995,
Fort Carson staff and Colorado Springs com-
munity and business leaders began formulat-
ing a mechanism they hoped could utilize local
private-sector construction and management
resources to tackle the poor condition and main-
tenance backlog of the garrison’s family housing.
These early steps in the direction of housing
privatization helped Fort Carson become the
first pilot project for the Army’s CVI program.
In these initial efforts in Colorado Springs and

in the eventual implementation of CVI at the

installation, several important success factors
emerged, including strong individual leader-
ship from Fort Carson officials, a high degree of
local community involvement, and the impact of
fluctuations of the regional economy.

In the early 1990s, Fort Carson was a 10,000-
troop garrison in Colorado Springs, a metropoli-
tan area of almost 400,000 residents at the foot
of Colorado’s spectacular Front Range. In 1942,
the Army had opened a training base named
Camp Carson on the site just one month after
the Japanese attack on Pearl Harbor. It became a
permanent installation in 1954 and was renamed
Fort Carson. Partly because of the long life of the
installation, the local Colorado Springs commu-
nity strongly supported the military, a support
reinforced by the fact that the city was also home
to the U.S. Air Force Academy, Peterson Air Force
Base, and the North American Aerospace Defense
(NORAD) facility inside Cheyenne Mountain.

Cooperation of the area’s civic, business, and




political leaders with the Army proved to be one
of the keys to the success of the pilot effort.

Within the Army, Fort Carson was known for
its stunning views, mountain air, and decrepit
housing facilities. In 1994, when the first privatiza-
tion discussions at Fort Carson began, there were
1,823 family housing units on the base, 1,599 of
them dedicated to the families of enlisted soldiers.
The existing family housing structures dated from
three separate periods of building financed by
Army military construction funds: 1957-1958, 1965,
and 1971-1974.

When the final rounds of the Army’s Base
Realignment and Closure (BRAC) program—a
cost-cutting measure that aimed to close or shrink
a number of bases throughout the United States
and Europe—targeted Fort Carson for possible
shutdown, the area’s business and civic leaders
and their representatives in Congress coalesced
into a powerful political force in an attempt to
prevent base closure. As former U.S. Representa-
tive Joel Hefley (R-Colorado) said, “In a town like
Colorado Springs, you naturally are going to be
concerned about your biggest employer and your
biggest base, and that’s what it was.” Fort Carson
was, at the time, one of the top two employers
in the state of Colorado. Colorado Springs lead-
ers, Fort Carson staff, and Congressman Hefley
brought members of Congress and high-level Army
officials to Fort Carson to see the specific training
resources—particularly the Pinon Canyon Maneu-
ver Site south of Colorado Springs—that the base
had to offer. Although it is difficult to isolate the
role of the community’s “Keep Carson” campaign
in preventing BRAC closure, the campaign suc-
cessfully brought the leadership, brain power, and
financial resources of the Colorado Springs area
together in a common effort to assist Fort Carson.

As aresult, when a new opportunity to support

the base—namely family housing privatization—
arrived, many of the same people were poised to
collaborate once again.

By the spring of 1995, Fort Carson’s long-term
status was very different from what it had been
in the early 1990s. Instead of threatening to close
the installation, the Army’s force realignment plan
moved troops from other bases to Carson, includ-
ing the Third Armored Calvary Regiment from
Fort Bliss, Texas. Jerry Stafford, at the time a first
sergeant with that outfit, described the restructur-
ing as “a whole regiment of about 5,500 soldiers
plus families doing a move lock, stock, and barrel.”
Although the realignment helped ensure the future
stability of the installation, it strained an already
inadequate housing situation. According to Staf-
ford, the regiment was told that housing would be
available when it arrived at Fort Carson. Yet when
the regiment arrived, the Army Housing Office had
little, if anything, to offer, either on the base or off3

Two Army officials became especially con-
cerned about the family housing situation: then-
Major General Thomas Schwartz, Fort Carson’s
Installation Commander, and General Den-
nis Reimer, Commander of Forces Command
(FORSCOM) from 1993 to 1995 and Army Chief
of Staff from 1995 to 1999. According to several
individuals, General Reimer was the instigator of
the privatization idea at Fort Carson, while oth-
ers believed that Schwartz and his chief of staff,
Colonel Tony Koren, were equally important
catalysts. Reimer was intimately familiar with the
housing situation at Fort Carson because he had
worked there as a major in the 1970s and served
as the base commander from 1988 to 1990. In the
mid-1990s, Reimer consulted with Schwartz about
housing improvements and wondered whether
the Army could collaborate with the private sector,

particularly local developers, property managers,
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Base Realignment and Closure (BRAC)

In October 1988, Congress enacted the Base Closure
and Realignment Act. According to the Department
of Defense (DOD), this law was intended to allow
the DOD “to more readily close unneeded bases and
realign others to meet its national security require-
ments.” The act stemmed from the ending of the Cold
War in the late 1980s, which left the United States
with a smaller force and excess facilities in both the
United States and in Europe. Under BRAC, the DOD
determined whether to close, realign (which often
meant downsizing), or expand installations, based
on a process that “evaluates its current station-
ing plan against multiple variables: the changes in
threat, force structure, technologies, doctrine, orga-
nization, business practices, and plant inventory.”
The law created BRAC commissions to “recommend
specific base realignments and closures to the Presi-
dent, who in turn sent the commissions’ recommen-
dations with his approval to the Congress.”

Five separate rounds of BRAC installation clo-
sures and reductions took place over the course of 18
years: 1988-89, 1991, 1993, 1995, and 2005. The 1995
BRAC decisions impacted Fort Carson, Colorado, and
the plans the Army had launched for privatizing family
housing on the installation. Fort Carson appeared on
the tentative list of 1995 BRAC closures, but in early
1995 Secretary of Defense William J. Perry announced
that the original list of base closures would be scaled
back because the military services argued that follow-
ing through on all of the scheduled cuts, “would be
too difficult and too costly in the near term.” In par-
ticular, the Army contended that it could not afford to
lose Fort Carson and Fort Riley, Kansas, two installa-
tions that were home to the Army’s largest training

grounds. Both installations were eventually removed

FIGURE 3-2. Armored cavalry troops during maneuvers at
Fort Carson, 1999.

Courtesy of U.S. Department of Defense.

from the closure list. In fact, instead of closing Fort
Carson, the final BRAC decision enlarged the installa-
tion. A Green Beret unit of close to 1,000 soldiers was
relocated from Fort Devens, Massachusetts, to Fort
Carson when the final BRAC assignments closed the
New England base.

During the final round of BRAC closures sched-
uled for 2005, the RCI Program Office worked closely
with the U.S. Army Corps of Engineers (USACE) Nor-
folk District and its real estate team to mitigate the
effects that BRAC might have on Army family hous-
ing privatization. In November 2005, Fort Carson con-
ducted a new Housing Market Analysis in response
to the restationing being implemented as part of
BRAC 2005.The study revealed that, because of troop
additions to Fort Carson, the project needed another
1,023 new housing units. However, the private-public
partnership could not arrange financing for more
than 650 additional homes. So in coordination with
the RCI Program Office in Washington, D.C., the Army
decided that Phase Il of privatization at Fort Carson
would consist of building 404 new units by February
2010 to fill that need.
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FIGURE 3-3. General Dennis Reimer, FORSCOM Commander
and U.S. Army Chief of Staff, championed the privatization of
family housing.

Courtesy of U.S. Department of Defense.

and construction firms, to tackle the housing and
maintenance shortfall at Fort Carson.® According
to Tom Kraeer, who was a member of the inaugural
CVI team that worked on the Carson project, the
show of support from Reimer and Schwartz was
unusual, as the CVI staff generally experienced
resistance from installation commanders, who did
not want to “give up control” of housing. Reimer
and Schwartz “somehow got past all that,” Kraeer
remembered, “and became excited about doing it.””
Regardless of who started the housing priva-
tization ball rolling at Fort Carson, all of those
involved at the outset agreed on one thing: the
existing housing procurement system that kept
soldiers and their families in miserable living
conditions was in dire need of change. Colonel
Koren characterized the housing at Fort Carson as
“probably as bad as any post that I had seen in the

U.S.... [and] there weren't any real possibilities of

the government fixing it.”® General Schwartz said
the condition of Fort Carson’s housing was so bad
“it was almost criminal.”

Three factors lay behind Fort Carson’s develop-
ment of a privatization model ahead of other bases
with similarly poor housing conditions. The first
was the location of the base in a growing urban
center amid a changing regional economy; a situ-
ation that especially had an impact on the area’s
real estate market. The second was the long-term
involvement of the local civic and business com-
munities in looking out for the welfare of Fort Car-
son. The third was the strong support of Army staff
members who were willing to take the initiative to
make unconventional changes.

Colorado Springs’ real estate market had a
significant impact on the development of privatiza-
tion. By 1995, more than 3,700 families sat on the
waiting list for family housing units at Fort Carson,
with an average wait time of more than 32 months.
As with most installations, the majority of soldiers
under these conditions had to obtain housing off
post. Finding affordable housing was not a problem
during the late 1980s and early 1990s, when a reces-
sion in Colorado Springs meant that “the vacancy
rate was in double digits ... and landlords offered
many incentives such as free utilities in order to fill
apartments.”” But as the regional economy began
to grow and then flourish in the mid-1990s, off-post
vacancy rates plummeted to approximately two per-
cent while the average monthly rental rate jumped
by 50 percent. The scarcity of rental units put
private rental rates for two- and three-bedrooms
apartments, the size most desired by Army families,
well beyond the reach of most enlisted soldiers’
Basic Allowance for Quarters (BAQ) and Variable
Housing Allowance (VHA)."

Confronted with these problems, General

Reimer called for a start to housing privatization
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in his January 10, 1995, address to the Colorado

Springs Chamber of Commerce:

I have challenged Fort Carson to be the model
for the Army and charged them with the
responsibility of developing privatization
initiatives to their full potential. I have no
idea where this will lead, but I believe it can
be a win-win situation.... Is there a program
whereby we could enter into an agreement
with realtors off post to turn over our on-post
housing and let our civilian partners run it,

as well as build additional housing? I would
like to explore this a little to see what kinds of
options are available to us. We need some fresh
thinking on this issue because it is an area we

have to solve quickly.?

The Chamber of Commerce audience listen-
ing to Reimer’s address included some of the same
people who had organized the effort to keep Fort
Carson open during the period of BRAC closures.
By this time in early 1995, they were ready to turn
their attention to solving the family housing
dilemma at Fort Carson.

Shortly after Reimer’s presentation, General
Schwartz moved into action. He assigned his chief
of staff, Colonel Koren, to gather information
and lay out some preliminary paths to advancing
the privatized housing concept. Colonel Koren
researched possible strategies and investigated
the legal issues, Department of Defense (DOD)
policies, and military privatization precedents. He
also examined the U.S. Navy’s recent privatization
efforts and the 2667 program. These programs,
however, generally were either off base or con-
ducted on a much smaller scale, so that they were
not applicable to Fort Carson, where the evolving

privatization plan called for incorporation of all
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housing on the installation, including both new
units and existing structures. Koren said that he
realized that the Army needed to face building a
privatization program “from the ground up and
we figured that a blank sheet of paper and pen was
probably as powerful a tool as we could get.”s

With General Schwartz’s approval, Koren put
together a work group that became the Fort Carson
Affordable Housing Program (FCAHP) team. This
team consisted of Army representatives, as well
as prominent members of the outlying Colorado
Springs community, representatives of El Paso
County, and private developers. According to Gen-
eral Schwartz, these were “people who believed [in]
and loved the military and understood the plight of
the soldiers.” In early 1995, the workgroup formu-
lated a skeletal outline of a privatization plan and
began preparing a proposal for Army officials.

While this work was occurring, George Geor-
galis, FORSCOM Housing representative, led a
group of DOD officials visiting Colorado Springs
in March 1995 for meetings to “coordinate capital
venture and privatization initiatives with [the] Fort
Carson command group” and with members of the
Colorado Springs business community. Colonel
Koren, Garrison Commander Colonel Mike Hess,
and other Fort Carson officials were present for the
meetings, as were Jim Palmer (representing the
Colorado Springs Chamber of Commerce), Tom
Schmidt (representing the city’s Economic Devel-
opment Council), and Dick Sullivan of the El Paso
County Housing Authority. Georgalis reported that
the participants “developed concept, process, and
milestones for the Fort Carson housing initiative.”s

The meeting participants developed a con-
ceptual framework for privatization that included
creating a partnership among Fort Carson, Colo-
rado Springs, and El Paso County to oversee the

process and explore how private developers could
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best become involved.* The partnership was
envisioned as a vehicle that could work through
the local government to find funding and contract
with a developer to do the construction work. Ide-
ally, the developer would be a local entity that had
previously worked with the Army.” The meeting
participants also discussed other key program-
matic elements required to entice private compa-
nies to partner in the venture, such as obtaining
DOD “seed money,” long-term land out-grants,
and government mortgage guarantees.® As ini-
tially envisioned, the partner entity could begin
work under the authorities found in Section 2877
(Limited Partnership with local government) or
Section 2879 (Co-insurance) of Title 10 in the U.S.
Code, to contract with a developer to construct 8oo
new family units and renovate 654 existing units.
The partner would also provide financing, mainte-
nance, and management of the housing units fora
period of up to 50 years."

The DOD team followed up the Fort Carson
consultation with specific strategy recommenda-
tions, which included adding Fort Carson to the
Army Joint Venture Legislative Proposal for fiscal
year (FY) 1995 and determining the issues most
pertinent to the privatization effort at Fort Car-
son.> These recommendations show that although
the Fort Carson Affordable Housing Project had
its origins independent of the Army’s privatiza-
tion efforts, its subsequent development occurred
under the direction of the Army’s CVI program.

In April 1995, the FCAHP presented its hous-
ing privatization proposal to FORSCOM. The
proposal provided the details for privatizing the
family housing stock at Carson and also gave the
Army and DOD a model it could follow at other
installations.” Knowing that Secretary of Defense
William Perry would be in attendance, Koren and

others worked diligently to pull together a brief

PowerPoint presentation for the meeting.> The
proposal to FORSCOM included a review of the
existing housing and maintenance shortfalls, the
poor living conditions, and the long waiting list
for Fort Carson housing. It explained that the off-
base housing situation had exacerbated the prior
problems, because rental occupancy in Colorado
Springs was almost at 99 percent, and the rents for
family-sized apartments were soaring out of the
reach of enlisted soldiers.

To remedy the situation, Fort Carson officials
wanted “to have a private developer build new
units, revitalize existing units, manage all of the
units and provide these units to our soldiers at a
monthly rate affordable to all ranks.” The success of
the Fort Carson model rested upon “retaining local
control to the maximum extent possible” through
a corporate oversight entity composed of repre-
sentatives from Fort Carson, the City of Colorado
Springs, and local civic and business organiza-
tions. Fort Carson staff would seek the support
of the U.S. Army Corps of Engineers (USACE) for
the solicitation, selection, and project manage-
ment tasks. The proposal encouraged FORSCOM
staff to “support this bold effort to provide quality,
affordable housing for our soldiers while provid-
ing a model for a partnership between DOD and
the private sector.”> After presenting this proposal,
Koren recalled, General Schwartz “basically got a
verbal go-ahead” from FORSCOM and the DOD
“to go ahead and start to develop it.”

In order to proceed, however, two other factors
had to be resolved. First, in order to be eligible for
good financial options, the project required some
type of guarantee from the Army that occupancy
would not be an issue. Second, Fort Carson needed
legislative changes to be adopted, authorizing
the partnership between the government and the

private sector.”

52 Privatizing Military Family Housing

*u_*’}-""’ﬁ'ﬁ"{“ I 1I-I-.-|.|-'. - -
. 5 s Ll e h..l:?-l’ ‘-a—_ﬁ.__

o

— - i - =
FIGURE 3-4. Aerial view of new RCI family housing
development (center) amid older military housing at Fort
Carson, Colo. ca. 2001.

Courtesy of RCI Office.

Very early in the planning process, Colonel
Koren recognized that changes in existing legisla-
tion and DOD policy would be necessary to make
the nascent privatization concept possible. From
then on, he invested most of his time and effort in
a lobbying and education program aimed at Con-
gress and the Pentagon to create the legal authority
and DOD policies necessary to make the affordable
housing project a reality. He worked closely with
Congressman Joel Hefley from Colorado’s Fifth
Congressional District, who also served as chair
of the House Subcommittee on Installations and
Facilities, and with Hefley’s senior staffer, Philip
Grone. Hefley and Grone, according to Koren, sup-
ported the privatization model early, enabling the
necessary legislation to pass Congress.?®

In the meantime, Koren added John Keefe,
an engineer detailed to Fort Carson, to his staff to
tackle the on-the-ground technical aspects of the

proposed program.” By June 1995, Koren could
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see that they would have to overcome a number of
substantial hurdles before any kind of partnering
with an outside entity could occur. These hurdles
included possible resistance to the program from
established Army culture, applicability of Federal
Acquisition Regulation (FAR) requirements, ques-
tions about how privatization of housing would
affect the local school districts, and questions
about what jurisdiction the installation com-
mander would have over the privatized housing.
These issues would persist throughout the privati-

zation process at Fort Carson.?®

OFFICIAL PROPOSALTO FORSCOM

General Schwartz’s FCAHP team followed up
its April proposal with an official, substantially
fleshed-out privatization plan, which it submit-
ted to FORSCOM in June 1995. In introducing this
second proposal, the general wrote that it was time
to “turn to the private sector” to provide quality,
affordable housing for his soldiers because “we can
no longer rely on traditional military construction
that is both unaffordable and too lengthy” (meaning
that it was too costly and took too long to complete,
compared to the private sector). General Schwartz
again emphasized that “local involvement is key to
the success of our program,” and explained that the
proposal had the support of the Colorado Springs
community, which had provided invaluable help in
preparing the recommendations. According to the
general, this cooperation between diverse orga-
nizations was “nothing less than superb in every
respect.” General Schwartz asked the Army to des-
ignate Fort Carson as a pilot program for the entire
Defense Department, observing that “Fort Carson
and Colorado Springs are at the right place at the
right time to make this work.”*

To solve the family housing problem at Fort

Carson, the proposal called for renovating 1,823
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existing homes and building up to 1,000 new
homes on the installation. The FCAHP team
presented the optimistic projection that construc-
tion could begin as early as the first quarter of
FY 1996, provided that the DOD designated Fort
Carson as a pilot program in July 1995.3 Both the
new construction and the renovations would be
accomplished through a unique contractual struc-
ture that required a nonprofit foundation to be set
up to serve as the selection and contracting entity
for Fort Carson’s family housing. Such a proposal
would require a legal arrangement in which the
Army would provide the foundation with real
estate, either through transfer or through execut-
ing an assumption agreement. The creation of the
foundation promised significant tax savings and
would also allow the participation of local govern-
ments in the joint venture. In the meantime, the
Army would retain a degree of control and qual-
ity assurance by having a representative sit on the
board of directors of the nonprofit foundation.>

While this particular proposal was but one of
many on the path to privatization, it was notewor-
thy because it prompted FORSCOM to use Fort
Carson as a pilot project for privatizing Army hous-
ing. In fact, that July, Major General Arthur Dean,
Deputy Chief of Staff for Personnel and Instal-
lation Management, wrote that he deemed four
bases—Carson, Bragg, Campbell, and Hood—to
be in “suitable locations for capital venture hous-
ing projects.” Representatives of Fort Sill and Fort
Eustis suggested that they, too, were ready to serve
as pilots for privatization. But Fort Carson was the
only one of these bases that already had a well-
developed privatization plan that could be imple-
mented immediately.3+

Although FORSCOM had indicated that Fort
Carson was the best candidate for the initial pilot

project, the staff’s review of the June 1995 proposal

revealed that Army officials had several significant
issues with the FCAHP plans. Foremost was the fact
that the legal authority for a grant of government
property to a nonprofit did not yet exist and was
dependent upon the passage of the MHPI legisla-
tion then moving through Congress. FORSCOM
also identified more tangible problems, includ-
ing the fact that both the size and the number of
planned homes did not meet the current needs at
the base. The proposal to build 800 to 1,000 new
homes did not meet the newest econometric data,
which projected an eventual, post-BRAC deficit of
1,327 family housing units at Fort Carson. (Some
of the discrepancy, however, appeared to be due to
differences between private-sector and government
methodologies used to make the projections.)
When the CVI team hired financial consultant
Conrad Hertzler to perform the first outside review
of the proposal, the resulting study raised similar
questions and concerns. Hertzler found the non-
profit foundation concept “problematic.” He also
suggested that the projected costs of the project—
including the estimated loan rate, legal fees, over-
head, direct expenses, and operating expenses—
were much too low. He cited a recent Army report
that presented the 1994 family housing mainte-
nance and repair costs at four other bases in the
lower 48 states. 3 Colonel Koren later responded
to the critique by explaining that Hertzler’s use
of bases in other geographic areas as points of
comparison could not account for the economic
situation then existing in Colorado Springs, upon
which the FCAHP team had calculated the housing

privatization cost estimates.?’

SITE VISITS AND INITIAL REQUEST FOR
PROPOSALS DEVELOPMENT
Following the initial proposals in April and

June 1995, the Army’s CVI team visited Fort Carson
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in September 1995. This CVI group consisted of
Tom Kraeer, a retired Army officer working as a
consultant; Don Spigelmyer, then the deputy direc-
tor of CVI; and Lana Swearingen from the Army
Housing Division.?® Also attending the meetings
were financial consultants Hertzler and Tom Sand-
ers of the Delta Research Group; George Georgalis
from FORSCOM; Peggy Patterson of the Office

of the Judge Advocate General (OTJAG); and Bob
Swieconek, representing the USACE Real Estate
Division. These meetings gave clearer shape to

the privatization models that the Carson and CVI
teams had developed in the previous months.

One of the topics discussed at the meetings
was the use of a Request for Proposals (RFP) to
select a potential private partner. The FCAHP team
pulled together a rough draft RFP, wanting to use
it as a point of departure for fleshing out a more
substantial document.® This initial RFP stated that
the Army would make the award to the contrac-
tor “most fully qualified financially by experience,
character, and otherwise, and who ... has offered to
furnish the most satisfactory facilities and services
or best accomplish the purposes and objectives.”
Despite Hertzler’s concerns that the cost estimates
for contracting with a nonprofit partner were
much too low, the RFP maintained that a nonprofit
corporation would serve “as the focal point for the
construction and revitalization of housing on Fort
Carson.” The corporation would provide the means
to “competitively bid contracts for revitalization,
new construction, and the management of both”
and to enforce the contracts and “serve as the
forum for government input.”+

At the close of the site visit, the CVI team
developed a list of 26 major issues that it would
have to address before privatization could move
forward. The most significant points of uncer-

tainty concerned the structure of the nonprofit
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foundation, the bid and selection mechanism, the
applicability of federal procurement requirements,
Office of Management and Budget (OMB) scoring,
utilities billings, escrow accounts to insure funds
for long-term maintenance, and the government
mortgage guarantee.®

In mid-December 1995, staff members from
the OSD Housing Revitalization Support Office
(HRSO) made their first site visit to Fort Carson. By
this time, the FCAHP and CVI teams had already
developed the framework for making the Colorado
installation the first CVI pilot project and were
moving toward completing a draft RFP for solicita-
tion of a private partner. Although HRSO Director
Bob Meyer said that he “had only recently become
aware” of the CVI team’s work with Fort Carson
officials and was “very concerned that the HRSO
and the CVI team were duplicating efforts,’+ the
December meetings and the investigations that
followed led HRSO to conclude, in June 1996, that
Fort Carson was “a good candidate for privatiza-
tion.”s Thus, Fort Carson’s place was secured as the
first Army privatization pilot project.

By the end of 1995, the privatization concept
taking shape at Fort Carson already resembled the
installation’s eventual CVI project. For example,
the planning team decided early in the process
that the privatization scheme should incorporate
all of the family housing on the base, both newly
constructed and renovated homes. Furthermore,
the earliest Carson proposals emphasized the
importance of government grants of property to
the partner, a rental rate structure tied to the BAQ
and the VHA, and a very long-term partnership
arrangement. However, initial housing privatiza-
tion planning for Fort Carson also included certain
elements that the Army later deemed inadequate
for the kind of development program the service

needed. The most striking of these involved the
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plan to utilize a nonprofit foundation as the prime

contractor for the project.

NONPROFIT FOUNDATION PROPOSAL

Fort Carson personnel had entertained the
idea of using a nonprofit entity as the prime
contractor for privatization as early as March 1995
and kept it at the heart of the privatization model
through the preparation of the final RFP in Sep-
tember 1996. Supporters of the FCAHP favored the
utilization of a nonprofit 501(c)(3) or 501(c)(4) type
of structure. As certified nonprofits, they would
be free from most tax obligations. Such certifica-
tion would provide several important benefits
that could enhance the chances that privatization
would succeed. These included avoiding local
property taxes, fostering innovative financing, and
circumventing the Federal Acquisition Regulation
(FAR) and certain other government procure-
ment requirements. In addition, use of a nonprofit
meant that the Army would have to go through the
contracting process only once for each project—
just to establish the partnership. After that, the
foundation would handle all of the subcontracts.
Furthermore, a nonprofit corporation provided
the means, under the authority of Colorado state
law, for local government to participate in a “joint
venture/limited partnership” with the Army.#

Those within the FCAHP expected that the
nonprofit entity would consist of members of the
local business and civic community who were
already very familiar with the Army’s needs at Fort
Carson and thus more likely to make a long-term
commitment to the project. Despite these benefits,
it was not long before DOD and Army officials
discovered several flaws in the nonprofit plan. In
his outside review of the June FCAHP proposal to
FORSCOM, for example, Conrad Hertzler empha-

sized that the foundation proposal was not only

“problematic” but also seemed “naive.” He pointed
out that the nonprofit scheme looked to be “a fairly
transparent front for Fort Carson,” since it would
insert Carson officials into a much more active role
in ongoing management of the project than would
be acceptable in most conceptions of privatization.
This appearance was likely to scare off potential
private partners and make OMB suspicious when
it came to scoring the Carson project. Hertzler
summed up his concerns in colloquial terms: “The
more the project waddles, swims, and quacks as
though the Army ‘owns’ the units, the more likely
this project and other housing initiatives will be
scored unfavorably” Although he was in the minor-
ity at that point, Hertzler thought that deleting the
nonprofit mechanism would actually improve the
project’s chances for approval.+

There were also legal pitfalls in the plans for
establishing a foundation as the prime contractor.
Chief'among them was having the base com-
mander sit on the board of directors. During the
September meetings with the CVI team, OTJAG
attorney Peggy Patterson had told participants that
“the problem is that the government is contracting
with a nonprofit organization of which it is a mem-
ber of the Board of Directors,” a situation which
raised significant legal and ethical questions.# In
December 1995, Colonel Marshall Kaplan, Chief
of the Army Standards of Conduct Office, wrote
that the Joint Ethics Regulation prohibited DOD
employees from “participating in the management
of a non-federal entity during the course of official
duties.”# Moreover, he also determined that the
presence of a Fort Carson staff member on the
nonprofit’s board would be prohibited under the
conflict of interest clause in 18 U.S.C. 208 and the
no communication clause in 18 U.S.C. 205.4¢ But
Kaplan did not completely rule out Fort Carson

involvement with the foundation, stating that the
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base commander might still be able to participate
with a nonprofit entity as a “representative of the
Army’s interest in the matter, rather than as a man-
ager or director of the non-federal organization.”

Kevin O’Brien, Chief of the Contract Law Divi-
sion, pointed out another potential legal pitfall of
the nonprofit structure. He questioned whether
Fort Carson could meet adequate competitive cri-
teria for selection of a nonprofit because the Army
had discussed the development of a nonprofit with
various elements of the local community.> In fact,
as it was then visualized, the nonprofit corporation
would replace the “group of governmental officials,
community leaders, and technical experts ... who
have already been working with us for months to
put Fort Carson in position to be designated as a
test site for the new legislation.” Moreover, O’'Brien
was not sure that the Army could avoid federal
contracting regulations even with the creation of a
nonprofit as the prime contractor. As Colonel Alan
Johnson stated, “the key issue” was whether the
Army might not still have to go through a competi-
tive bid procedure and the corresponding FAR
even if it used a nonprofit organization.>

Despite the potential problems with the
nonprofit mechanism, the FCAHP and CVI teams
kept it in their working models. In fact, an outside
review group suggested in October 1995 that the
Fort Carson nonprofit proposal held promise
for the Army as a whole: Fort Carson “may be a
helpful vehicle in the development of policies
with regard to scoring direct and contingent
DOD commitments.”>* After holding discussions
with the FCAHP team, Internal Revenue Service
officials, and other parties, the outside reviewers
determined that a foundation with the exclusive
purpose of providing military housing for Fort
Carson could be structured as a 501(c)(3) chari-

table enterprise.s
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But some of the steam propelling the nonprofit
idea forward dissipated when the Judge Advocate
General ruled in March 1996 that Fort Carson could
not sole-source the contract to a selected entity,
which the FCAHP team had envisioned to be the
Colorado Springs workgroup that had helped give
birth to and had strongly supported the privatiza-
tion plan. The FCAHP team also learned that it
could not structure the RFP to accept bids solely
from nonprofit organizations.5* Nonetheless, Fort
Carson officials continued to explore using a non-

profit entity at the installation.5

THE EVOLUTION OF THE PRIVATIZATION
PROGRAM AT FORT CARSON

The Corps’ Omaha District oversaw the entire
contracting process for the Fort Carson project,
from RFP development to selection of the devel-
oper to implementation of the project contract.
The CVI and the FCAHP teams envisioned that
the Corps would assist with the solicitation and
award process and the contractual arrange-
ments, as well as provide design and technical
advice, environmental assessments, and quality
assurance. After some debate about which Corps
district to utilize, Colonel Koren enlisted the help
of a team from the Omaha District, which brought
its considerable experience with military construc-
tion, design specifications and standards, out-
sourcing, and contracting.

Besides the addition of the Corps’ Omaha
District team, several other changes occurred in
early 1996 that shaped the work of the Carson
privatization team. For example, General Schwartz
moved to Fort Hood and Major General John
Pickler stepped in to replace him as commanding
general of Fort Carson. Fortunately, according to
Russ Hamilton, then the Fort Carson staff judge

advocate, Major General Pickler “hopped on board
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FIGURE 3-5. Cover of one of the FCAHP’s 1996 Fort Carson
briefings to the Pentagon.
Courtesy of U.S. Army Corps of Engineers.

very enthusiastically” with privatization planning.>®
Meanwhile, in January and February 1996, Congress
passed and President Clinton signed into law the
National Defense Authorization Act of 1996, which
contained the MHPI legislation. This legislation
provided the Army with the authorities it needed to
implement the pilot project at Fort Carson.

From January through August 1996, both the
Fort Carson and Omaha District teams gave numer-
ous project briefings to Department of the Army
and DOD staff to garner support for the Fort Carson
plan. These briefings usually began with preparatory
meetings at Fort Belvoir with the CVI team, followed
by an appearance at the Pentagon to make the full
presentations. The FCAHP plan that was presented
to the Army in 1996 was quite similar to the propos-
als developed during the previous year, except that
the Carson privatization model no longer rested
solely on establishment of a nonprofit entity as the
housing partner (although that remained one of the
possible options). The new Fort Carson proposal
provided for a private developer to contract with the
Army for the operation, renovation, and moderniza-
tion of 1,823 existing homes and the construction

of 840 new housing units, thus encompassing all

of the family housing at the installation. The Army
would turn over the property and structures to

the private partner under a 50-year ground lease,
during which time the partner was responsible for
managing, repairing, and maintaining the property.
A number of other key elements also remained in
place, such as directly allocating soldiers’ housing
allowance to the partner for rental payments, tying
unit costs to housing allowance rates, and providing
a government mortgage debt guarantee against base
closure or contraction.”

Initial presentations to the Pentagon, accord-
ing to Keefe, generated “lots of skepticism,” but
the Fort Carson team gradually built up support as
it explained the privatization plans. For example,
in February 1996, the FCAHP conducted a well-
received briefing with the Army Housing Office
that made individuals in that office aware of what
the FCAHP wanted to do. At the end of the brief-
ing, the Army determined that the FCAHP needed
to submit a Project Business Plan, developed in
concert with Delta Research, to the Secretary of
the Army. Once approved, the Secretary would
notify Congress that the Army intended to proceed
with the plan after 30 days.*®

This same briefing presented an opportu-
nity for the Army to discuss scoring issues with
the OMB. At this juncture, Keefe did not think
that scoring would become a major problem. He
believed that using a loan guarantee in the pro-
posal, whereby the government would guarantee
that it would not close or downsize Carson (and
would pay 8o percent of the nonprofit organiza-
tion’s loan if it did), was the only potential scoring
issue. Keefe reported that the OMB wanted the
Army to guarantee only between 8 and 15 percent
of the loan total, rather than 8o percent.>

In March 1996, important working group

sessions of FCAHP team members and Omaha
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District staff took place at Fort Carson. The meet-
ings were aimed at developing a more specific

plan for implementing the Affordable Housing
Initiative, addressing issues that still needed to be
resolved, and drawing up a statement of work for
inclusion in a full RFP.® Two new important pieces
of information were brought to light during the
workgroup sessions. First, it was learned that the
Judge Advocate General had given Fort Carson an
unfavorable ruling on its request for relief from the
FAR. Instead, it seemed that all of the elements of
the FAR and the Competition in Contracting Act
(CICA) were going to be applied to the Fort Carson
pilot project. The ruling meant that the Army
could not sole-source the contract to a nonprofit
foundation consisting of Colorado Springs busi-
ness and community leaders. Second, the Army
could not restrict the solicitation solely to non-
profit organizations; the bidding process would
have to be “fully competitive.”® Although the Army
sought a waiver from this ruling, for all intents and
purposes the Fort Carson team could no longer
focus on a privatization process that had a non-
profit foundation as the lynchpin in a military-
private partnership.

In preparation for the March meetings with the
Omaha District, Keefe’s team had compiled a list
of issues that needed to be addressed in order to
implement the Carson privatization plan. By the
end of the three-day series of meetings, the partici-
pants had generated a new list of “open issues,”
with an action plan for exploring or solving each of
them.® Two of these issues—Army staff’s accep-
tance of the program and the relationship with the
local school district—were to become significant
roadblocks to privatization at Fort Carson.

The Army Housing Office at Fort Carson,
part of the installation’s Directorate of Public

Works, opposed the privatization plan because it
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meant that most of the office’s functions would be
assumed by a private developer. Housing office staff
understandably felt threatened by the privatization
proposal, as many stood to lose their jobs when the
project reached the implementation stage.®
Another pertinent example of Army culture
running counter to privatization involved an initial
plan for Fort Carson family housing occupants to
pay for their utilities (as they would when living off
base). This proposal met so much resistance from
Army leadership that the FCAHP team eventually
removed it from the privatization proposal.®
Further resistance came from School District
No. 8, which included Fort Carson. Because more
families would be living on the base, the district
worried that the program would strain its educa-
tional facilities to the breaking point. Therefore,
as the FCAHP made its plans for privatization,
the school district insisted that the Army (or the
private housing partner) build a brand-new school
to support the predicted rise in the school-age pop-
ulation. The district maintained that it could not
afford to build the school and that, even if it could,
it would require roughly seven to nine years to
budget for the construction costs.® The district felt
so strongly about this issue that it took its concerns
to Colorado’s congressional delegation. The del-
egation told Fort Carson that it had to satisfy the
school district before privatization could proceed.*
According to CVI leaders, the MHPI legislation did
not authorize the construction of school buildings
as part of the privatization process.® In addition,
Army officials insisted that they were not in the
business of building schools and worked to quash
any plans for school construction within the CVI
project framework. They were especially concerned
that any agreement to build schools might estab-
lish an unwanted precedent with regard to family

housing privatization at other installations.®
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Eventually, Fort Carson leadership reached an
agreement with the school district that it “would
make best efforts to minimize the harm” that
privatization might cause.® Fort Carson would
make the legally mandated impact payments to
the district (although this was still problematic
because the district would not get this money until
the end of each school year), and the CVI team
would work with HRSO to establish the amount
of impact aid that would go to the district. A big-
ger step was taken on August 14, 1996, when Fort
Carson Commanding General Pickler signed an
agreement with the local school superintendent to
convert a child care facility on the installation to an
elementary school, a compromise that was finally
implemented in 2003.7 Congressman Hefley
believed that this resolution taught the Army and
other officials an important lesson: those in the
community who would be affected by privatiza-
tion needed to be involved early in the process to
mitigate any issues that might arise.”

In their responses to the school district’s
demand, the DOD, the Army, the CVI team, and
the Corps’ Omaha District made their decisions
with one eye to the success of the pilot project at
Fort Carson and the other to the impact that their
decisions would have on future CVI/RCI projects
across the country. Although the privatization
movement began as a grassroots effort in Colorado,
by 1996 Army and CVI staff from Washington,
D.C., were closely involved with all that transpired
there, especially since Fort Carson had become the
first CVI pilot.

FIRST RFP AND INITIAL SELECTION
Despite the problems, the Fort Carson priva-

tization team continued to make progress on the

path to privatization. In the fall of 1996, the team

held an industry forum to give interested parties

information about the family housing project and
the RFP, which was the Army’s primary means

of procuring work from outside contractors. In

the RFP solicitation process, companies compete
with one another by submitting bids (also called
“offers”) and detailed work plans, as well as docu-
menting their prior experience and expertise in the
field. In the case of the Army housing privatization
RFP for Fort Carson, the responding companies
also submitted financial pro formas.” Approxi-
mately 300 potential contractors and consultants
attended the Fort Carson forum. The tremendous
turnout testified to the potentially lucrative nature
of the long-term contract and signaled the heavy
competition the RFP would generate.”

General Pickler opened the forum, then Don
Spigelmyer gave an overview of the Army CVI
program, Keefe described the specific FCAHP, and
Omabha District Contracting Officer Kirk Williams
explained the Army’s solicitation and evalua-
tion process. Sergeant Major Perry Williams led a
bus tour of the Fort Carson housing area. During
the morning presentation, several key points in
the RFP were covered, most notably the general
housing requirements and the government’s offer
of incentives to promote private interest in the
project. Three of the enhancements had frequently
been mentioned during the previous two years of
FCAHP planning: a government mortgage guar-
antee that would cover 8o percent of the debt in
the case of base closure or downsizing, outright
conveyance of all structures on the government
property to the contractor under the terms of a
ground lease, and the use of a soldier’s BAH as

rental payments for the housing.™

RFP Release
On December 24, 1996, the Omaha District

issued the RFP for privatization of family housing
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FIGURE 3-6. How the selection process worked at Fort Carson.

at Fort Carson. It called for the winning contrac-
tor to build 840 new family housing units and to
renovate or replace Fort Carson’s existing 1,823
homes.”s The contractor would own, maintain, and
manage all of the homes for a period of 50 years,
after which time the government could offer the
partner a contract extension of an additional 25
years. Because the proposal was such a deviation
from the norm of Army contracting, the Corps’
contracting team produced several amendments
to the original RFP, some of them dealing with
bonding requirements and others addressing con-
flict of interest.”

By the close of the RFP deadline on April 29,
1997, 15 companies had submitted proposals to the
Corps’ Omaha District in response to the solicita-
tion. The complicated proposal evaluation and
selection process began the following week. The

process was similar to the procedures that Omaha

District personnel used for selecting other military
construction (MILCON) contractors: two evalu-
ation entities, the Source Selection Evaluation
Board (SSEB) and the Source Selection Advisory
Council (SSAC), selected the top bidder under the
authority of the Source Selection Authority (SSA),
usually a high official in the Army.”” The SSEB’s

job was to evaluate all 15 offers and forward its top
recommendations to the SSAC.

The Corps’ Omaha District provided special
training to prepare the SSEB members for their
evaluation task. The large dollar amounts involved
and the need to project the costs and expenses
over a period of 50 to 75 years necessitated the use
of financial expertise that Army personnel on the
SSEB did not have.” Therefore, the Army con-
tracted with the accounting firm Ernst & Young for
consulting advice and the firm sent two financial

specialists to help the team review each bidder’s
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pro forma and financial spreadsheets to discern
any areas of weakness, discrepancy, or non-trans-
parency. Fort Carson Housing Program Analyst
Dean Quaranta emphasized that the financial
consultants played a very important role because
a bidder could present a plan that looked good on
paper but was infeasible in reality. Harrison Cole,
Fort Carson contracting officer, added that “money
[was] the bottom line” in determining the best
potential partner.”

In addition to financial details, the propos-
als had to show how the bidder would finance
the project through loans, as well as the structure
of reinvestment accounts that would provide the
contractor with the money necessary for future
construction and maintenance. At the end of the
evaluation, the SSEB selected what it determined
to be the top six proposals and also made an infor-
mal recommendation of what it considered to be
the best proposal.®

After the SSEB completed its evaluation,
the recommendations went to the SSAC, which
convened on June 23, 1997. The SSAC needed just
two days to come up with its recommendation
that the preliminary award be made to the part-
nership of Keller/Catellus, forgoing the “Best and
Final Offers” phase.® On June 25, 1997, the SSA—
Brigadier General Robert H. Griffin, Commander
of the U.S. Army Corps of Engineers Northwest
Division—approved the selection and on July 15
the Corps’ Omaha District notified Keller/Catel-
lus that it had won the contract award, contingent
upon completion of a final round of negotiations.
The district, however, erred in failing to inform the
other top bidders of the selection until October
24, more than four months after the award. Keller/
Catellus, meanwhile, entered into contract nego-
tiations with the Omaha District that included

development of the housing management plan,

preparation of contract management procedures,
and the finalization of the loan guaranty. On Octo-
ber 24, the Army informed Keller/Catellus that the
contract award was final.®

Several protests of the award, however, delayed
the privatization process. During the course of
proposal reviews, the Hunt Building Corporation
of El Paso, Texas, filed a protest with the Omaha
District, contending there was a lack of clarity in
the bonding requirements delineated in the RFP,
which led to another amendment of the RFP. Hunt
was not finished, however, and on October 23,
1997, it filed a suit in the U.S. District Court for
the Eastern District of Virginia, claiming that “the
Government conducted negotiations only with
Keller/Catellus and ... improperly excluded Hunt
from the competitive range.” The District Court
and, subsequently, the Fourth Circuit Court of
Appeals dismissed the claim because “Hunt had
failed to show that it had a substantial chance of
being awarded a contract.”®

In addition to Hunt, another competitor for
the contract, Pikes Peak Family Housing, filed a
suit against the Army and the U.S. government
on March 3, 1998, in the Court of Federal Claims,
contending that the Army had conducted negotia-
tions solely with Keller/Catellus in violation of the
FAR and the terms of the RFP. As the litigation
continued, the Army conducted its own internal
investigation of the situation, discovering that an
SSEB team member had disclosed to a manager
of Insignia Residential Group, then serving as
an agent for Keller/Catellus, pertinent informa-
tion found in competitors’ proposals. Because the
DOD Procurement Integrity Act prohibited such
unauthorized disclosures during a competitive
bidding process, the Army’s Major Procurement
Fraud Unit investigated the event. The Army found

no criminal intent on the part of either party and
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determined that the disclosure occurred after the
selection authority had informed Keller/Catellus of
its standing as the single finalist. Nonetheless, the
Pikes Peak suit and the finding of unauthorized
disclosure indicated that the Omaha team needed
to take a number of “corrective actions” before it
released a new solicitation.

Despite the disclosure problems, the judge in
the Pikes Peak lawsuit filed an opinion on April
7,1998. This opinion did not uphold the Pikes
Peak claim, but it did specify that there were three
technical inconsistencies in the way the selection
process had been conducted that deviated from
the federal requirements. Two of these simply
involved the timing of the notifications to Keller/
Catellus and to the other offerors. The third techni-
cal inconsistency was the SSAC’s failure to provide
the categorization and ranking of the unsuccess-
ful offerors in the selection report, which was
required by the Source Selection Evaluation Plan
(SSEP). On April 24, the United States and Pikes
Peak agreed to settle the case. The conditions of
the settlement called for the Corps to cancel the
previous award and either continue the original
solicitation process from the first RFP, with Pikes
Peak and Hunt included in a new competitive
range, or issue a new RFP and start a new selection
process. As a result of these findings, the Omaha
District contracting office decided to cancel the
original solicitation and selection in order to create
“a clean slate,” and issued a second RFP to deter-
mine the contract award. The legal protests and
settlement talks had put the privatization project
on hold for nearly six months. It was ultimately to
be 18 months before the Omaha District awarded
the contract.®

In preparing to release the second solicitation,
the Omaha District team wanted to ensure that the

new RFP process “restore[d] offerors to the equal
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footing they enjoyed during the evaluation pro-
cess,” primarily by eliminating any real or perceived
advantage gained by the Keller/Catellus or Pikes
Peak teams during the initial post-selection dia-
logue or during the court proceedings and settle-
ment talks. To level the playing field, the Corps’
Omaha District contracting office provided the
other original offerors the pertinent “inside” infor-
mation that Keller/Catellus or Pikes Peak may have
garnered from their involvement in the first selec-
tion process and the legal proceedings.® Then, on
September 9, 1998, the Omaha District released
the second RFP. It mirrored the first one in calling
for the winning contractor to construct 840 new
homes and renovate or replace 1,823 already-exist-
ing homes.®” Contractors had to respond with their
proposals by January 28, 1999.

The Omaha District received a total of six
proposals in response to the second RFP. But
Keller/Catellus’ was not among them. Although
the company had prepared the winning proposal
for the first RFP, the two principals, Keller and
Catellus, had dissolved their joint venture by
the time of the second RFP. The Omaha District
eliminated one of the proposals submitted—that
of the U.S. Military Housing Benefit Corporation
(USMHBC)—Dbecause of a conflict of interest.
Specifically, a member of the USMHBC Board of
Directors previously had been a member of the
SSEB for the original Fort Carson housing solicita-
tion.® This led USMHBC to file a protest on March
26, 1999, further delaying the privatization process,
although the SSEB evaluation of the five remaining
proposals continued during this time.%

Once the SSEB submitted its report, the SSAC
reviewed the process to determine whether the
SSEB’s evaluation procedures were consistent with
the guidelines laid out in the RFP and the FAR.
The SSAC also reviewed the proposal ratings in the
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FIGURE 3-7.The first home in the nation completed under Army housing
privatization, as part of the CVI project at Fort Carson.

Courtesy of Balfour Beatty Communities.

SSEB report and found that all five of the remain-
ing offers fell within the competitive range for
the project. (By this time, the USMHBC proposal
had been disqualified: on May 5, 1999, the Corps’
Northwestern Division Council had rejected the
USMHBC protest and upheld the Omaha Dis-
trict’s decision to eliminate that proposal.) Briga-
dier General Griffin, the SSA, concurred, and the
offerors were notified that they had passed the first
hurdle. They were then given the opportunity to
respond to questions or correct weaknesses in their
proposals, as well as ask their own questions, and
were told to submit their “best and final” offers no
later than July 8, 1999.%°

After reviewing these revised proposals, the
Corps’ Omaha District awarded the privatization
contract to Fort Carson Family Housing, LLC, a
subsidiary of ].A. Jones, on September 30, 1999.
At the contract signing on November 23, 1999, the
Army made the official lease and transfer of prop-
erty to J.A. Jones, and Fort Carson became “the
first military installation in the U.S. to privatize its

entire inventory of on-post housing units.”* J.A.

Jones completed the first home at Fort Carson, and
the first house of the entire Army housing privati-

zation program, on October 31, 2000.

CONCLUSION

By the time that Fort Carson Family Hous-
ing, LLC, began work at the installation in late
1999, most of the FCAHP and Omaha District
participants in the privatization process to that
point considered the project a success and foresaw
a favorable long-term future for the project. But it
had been a long road to get there. From the early
public discussions of a privatization plan in January
1995 to the signing of the contract with J.A. Jones
in late 1999, Fort Carson had taken nearly five years
to go from planning to partnering, and the actual
bricks and mortar work was still to come. Despite
the lengthy planning period and the legal and policy
tangles that burdened the RFP selection process,
members of the Fort Carson and Omaha District
teams believed that the pilot project had established
an effective model for privatization of Army family

housing throughout the country.*
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Beyond Colorado Springs, however, the assess-
ment of Fort Carson privatization was less positive.
For example, a 1998 General Accounting Office
(GAO) report, Military Housing: Privatization Off
to a Slow Start and Continued Management Atten-
tion Needed, outlined significant concerns about
the Fort Carson pilot, including problems that
Congress and Department of the Army officials
wanted addressed.” Although the GAO report was
meant to examine DOD privatization achieve-
ments and problems as a whole, it was based on
evaluations of the privatization efforts at Fort
Carson and a much smaller housing project at
Lackland Air Force Base.** The GAO report focused
on three central problems with DOD privatiza-
tion programs, all of which applied to Fort Carson.
Investigators ascertained that the privatization
pilot project was too slow in its implementation,
was unlikely to produce the projected cost savings,
and needed to be “better integrated with other
elements” of DOD housing programs. Members of
Congress and some DOD officials voiced similar
qualms about Fort Carson. In 1998 and 1999, for
example, the House Subcommittee on Military
Construction Appropriations questioned the
delays in implementation, the Army’s economic
analysis of the potential cost savings derived from
base housing privatization, and the projected bud-
gets for post-construction housing management.%

Of particular concern to U.S. Representa-
tive David Hobson (R-Ohio), chair of the House
Subcommittee on Military Construction Appro-
priations, was the question of whether the Omaha
District’s appraisal of Fort Carson installation
property and facilities had underestimated their
value. According to Congressman Hobson, the
entire Army privatization program faced a defi-
ciency in its property and financial assessments.®

Although the congressman realized certain

CHAPTER THREE
The Fort Carson CVI Pilot Housing Project, 1994-1999

problems and discrepancies were inevitable in an
initial pilot project of a major program such as CVI,
he addressed the need for a more standardized
and systematic approach to the evaluation, financ-
ing, and implementation of all Army privatization
projects. The GAO report likewise recommended
that the Army take steps to “develop comprehen-
sive plans that integrate all elements” of existing
DOD and Army housing proposals, so that future
housing projects around the country could be suc-
cessfully coordinated and accurately assessed.?”
Because many aspects of the housing privati-
zation model had never been attempted before, it
was inevitable that unanticipated problems would
surface during the development and implementa-
tion of the Fort Carson pilot. Nonetheless, some
problems were serious enough to prompt the
Department of the Army—spurred on by Con-
gress—to reconsider its entire approach to hous-
ing privatization. The Army examined and began
working to rectify the weaknesses detected in the
solicitation and implementation of the Fort Carson
project. When Mahlon “Sandy” Apgar began his
work as Assistant Secretary of the Army for Instal-
lations and Environment in 1998, he took on the
challenge of reconfiguring the structure of the
Army’s privatization program in order to facilitate
more streamlined processes, comprehensive strate-
gies, and uniform assessment tools for the Army’s
existing and potential housing privatization
projects. His approach would significantly alter the
structure of the Army’s family housing privatiza-

tion program.
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FIGURE 4-1. Privatized housing, Fort Belvoir, Va

Courtesy of Clark Realty Capital.

* * *

* * *

CHAPTER FOUR

The Switch to the Residential Communities
Initiative (RCI), 1998-1999

n 1998, while Fort Carson was mired in legal

proceedings relating to its Request for Pro-

posals (RFP), Mahlon “Sandy” Apgar, IV, a
real estate consultant, became Assistant Secretary
of the Army for Installations and Environment.
Frustrated with what it regarded as the U.S.
Army’s slow progress in implementing privati-
zation, Congress told Apgar to fix the service’s
housing problem. A visionary in the real estate
arena, Apgar jumped at the chance and soon
began molding the Army’s program according
to his idea of how privatization should proceed.
Apgar envisioned not just new houses but whole
communities rising from the dilapidated, aging
residences on Army installations. These new com-
munities would include neighborhood centers,
playgrounds, and retail outlets. Apgar christened
his vision the Residential Communities Initiative
(RCI) and proclaimed as its goal the revitaliza-
tion of Army housing through a close partnership

with private developers. Between 1998 and 2000,

Apgar and the newly created Army RCI Task Force
had the job of trying to get Congress, high-level
Army officials, and soldiers themselves to accept
this vision of Army housing. It was a rough road,
fraught with perils and pitfalls, but it marked the
official beginning of the RCI program.

A NEW VISION

By 1998, privatization of Army housing seemed
to be moving at a snail’s pace. In March 1997, John
B. Goodman, Deputy Undersecretary of Defense
(Industrial Affairs and Installations), had reported
to Congress that the Department of Defense (DOD)
had six projects “approved for development” that
would produce 4,000 homes. At that time, accord-
ing to Goodman, Secretary of Defense William
Perry commented that “it is not as much as I hoped
but more than I expected.” Nevertheless, Goodman
realized that the effort was insufficient and told
Congress of the department’s intentions to “double
that effort” in Fiscal Year (FY) 1998.2
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Yet by 1998, two years after the passage of
the MHPI legislation, not a single house on any
Army installation had been privatized and hous-
ing conditions had continued to deteriorate. Fort
Carson had awarded a privatization contract, but
the resulting lawsuits and protests had delayed
actual development and necessitated a second
solicitation. The Army had a good idea of where it
wanted to go with privatization—the Capital Ven-
ture Initiatives (CVI) program—but progress was
slow. The U.S. General Accounting Office (GAO)
issued a report in 1998 indicating that none of the
military services within the DOD had shown much
movement on the privatization front and that the
Fort Carson project was the closest to having an
agreement in place. According to the GAQO, the
DOD blamed the stagnation on the growing pains
that any new program would experience, as well
as on the process of working out legal and finan-
cial kinks in privatization procedures.> The DOD
had originally estimated that privatization of all
housing could occur by FY 2006. In March 1997,
trying to illustrate that progress was being made,
Goodman informed Congress that the department
was attempting to reduce the amount of time that
the site visit process took, as well as to streamline
approvals of RFPs.+ But ultimately, because of
delays and slow progress, in 1997 the DOD revised
their timeline from FY 2006 to FY 2010.5

Although the Army’s CVI program had begun
and had made significant progress at Fort Carson,
support for privatization within the service was by
no means universal. Dean Stefanides, who ran the
Army Housing program within the OACSIM, sup-
ported privatization, but others in that same office
did not. Doubts about the program centered on
the removal of housing control from garrison com-
manders and uncertainty about a private devel-

oper’s ability to provide the level of service that

Army officials expected their soldiers to receive.
The fact that the Army was, according to former
Vice Chief of Staff of the Army General Jack Keane,
very conservative and uncomfortable with change
did not help either.® “As the CVI was positioned in
the Army Staff (OACSIM), everyone had an oppor-
tunity to chop on it, to delay it,” recalled Rhonda
Hayes, one of the members of the RCI team.”

The opposition of some Army officials to priva-
tized housing proposals emerged clearly in a forum
held on February 20, 1998, in Tulsa, Oklahoma,
sponsored by the Professional Housing Manage-
ment Association (PHMA). This forum was held
in order for installation officials, Army housing
staff, DOD leadership, and private developers to
examine privatization closely. It provided an arena
for lively debate about the CVI program, including
consideration of whether it was the best way for-
ward. Some at the forum wondered why the Army
could not just continue to use the Business Occu-
pancy Program (BOP) to improve housing. Ted
Lipham, who had assumed the helm at CVI within
the OACSIM, answered that neither this program
nor a Non-Appropriated-Fund-type organization
could generate the $6 billion necessary to solve the
housing problem. Only the private sector had that
type of money.?

Developers, however, were not enthusiastic
about CVI. Their main concern was that they
would have to spend considerable time and money
to respond to RFPs. Michael Sedivy of GE Capi-
tal Real Estate, for example, asked the Defense
Department, in the words of one reporter, “to cut
back on the numerous checks in the contracting
process.” At a minimum, contractors hoped to see
a two-step RFP process that would allow them to
spend a relatively small amount of money until
they knew whether the Army considered them

competitive for the project. At the same time, as
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In 1998, two years after the passage of the MHPI legislation,
no new houses had been built on any Army installation, and
housing conditions continued to deteriorate.

Courtesy of Clark Realty Capital.

had occurred at Fort Carson, installation housing
managers expressed dismay at privatization, fear-
ing that it would eliminate their jobs. In response,
Brigadier General (Ret.) Bob Herndon, president of
the PHMA, counseled that, regardless of whether
privatization advanced or not, “training, profes-
sional certification, and flexibility” would be
necessary because of inevitable “dramatic changes”
in military family housing.°

Congress, too, expressed significant reserva-
tions about military housing privatization, espe-
cially with regard to two problems, which on their
face seemed contradictory. On one hand, members
of Congress expressed frustration with the slow
progress of privatization. On the other, legisla-
tors expressed fears that the Army was moving too
aggressively with the privatization program before
knowing for certain how well it would work. In a
March 1997 hearing on privatization, for example,
U.S. Representative Ron Packard (R-California),
chairman of the House Military Construction

Appropriations subcommittee, declared that priva-

tization should be simply a way to supplement con-

struction occurring under the traditional military
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construction (MILCON) program, not replace it.*
A May 1998 report issued by the House Commit-
tee on National Security on the National Defense
Authorization Act for Fiscal Year 1999 reiterated
that point, explaining that although Congress
regarded privatization as “a central component
of the ultimate resolution of the military housing
crisis,” the DOD should not use it to the exclusion
of MILCON projects. This was especially important
in areas that had pressing housing needs and in
places where implementing privatization would be
difficult." Congressman Packard summarized the
seeming contradiction of moving faster without
being overly aggressive as follows: “We’re looking
for grand success in this area ... but we are con-
cerned about some loopholes that we sense have
not been carefully addressed.” As in the military,
many in Congress had not yet fully embraced the
privatization concept and questions remained.
While acknowledging these concerns, propo-
nents of privatization in the Army forged ahead. In
March 1998 Lipham announced that, by the end of
FY 1998, 60 percent of the Army’s family housing
units (or 53,000 of the 90,000 homes) within the
continental United States would fall under CVI.
This would enable the Army to meet the DOD’s
goal of privatizing all housing by FY 2010. By Sep-
tember 1998, the CVI team within the Army Hous-
ing Office had determined that it could accomplish
this goal by implementing six CVI projects a year
until all 43 Army installations were privatized. A
total of 11 installations would be converted to CVI
in FY 2000 and 2001, and the projects would receive
funding from the DOD’s Family Housing Improve-
ment Fund, from soldiers’ housing allowances, and
from Army Family Housing Operations funds.3
Enter Mahlon “Sandy” Apgar, the new Assis-
tant Secretary of the Army for Installations and

Environment. He assumed his new post well
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FIGURE 4-3. Mahlon “Sandy” Apgar, IV, Assistant Secretary
of the Army for Installations and Environment.

Courtesy of Department of Defense.

suited to the task at hand, as he had previously
formed and run his own real estate consulting
practice and published numerous articles on real
estate and urban development issues.*# In the
1990s, Apgar had served as chair of a task force on
military housing for the U.S. Navy and it was then
that he first encountered the MHPI legislation.

In 1998, the Clinton administration nominated
him to be the Assistant Secretary of the Army

for Installations and Environment. According to
Apgar, at his confirmation hearings before the
Senate Armed Services Committee in May, U.S.
Senator John Warner (R-Virginia), deputy chair-
man of the committee, specifically told him to “fix
the Army’s housing problem.”s Apgar embraced
that challenge, assuming that he had the respon-
sibility to fix these problems because his appoint-

ment gave him power over the Army’s housing,

real estate, and facilities. He was sworn in as
Assistant Secretary on June 19, 1998.

Apgar brought not only real estate expertise to
the program but also a large measure of self-con-
fidence and an unwillingness to accept “No” for an
answer. These characteristics—labeled by some as
arrogance—led to a perception of Apgar as the pro-
verbial “bull in the china shop.”” Others character-
ized him as “tenacious” and as someone who had
“an idea a minute.”® The responsibility of picking
up the pieces behind Apgar was often assumed by
Bernard Rostker, the Undersecretary of the Army,
who had a strong commitment to privatization and
supported Apgar’s views on housing (although he
did not always agree with Apgar’s methods). As
Barry Scribner, a Jones Lang LaSalle consultant,
explained, “Rostker was really covering Apgar as so
many people inside the Army and in OMB [Office
of Management and Budget] and in Congress were
trying to crush him.

Only six weeks after taking office, Apgar
visited Forts Carson and Lewis and decided that
drastic measures were needed to improve Army
housing. These visits opened his eyes in two key
ways. First, they showed him “the awful condi-
tions” in which soldiers and their families lived.
Second, he found that much of the family hous-
ing on Army installations was “just plain ugly.”*
In Apgar’s mind, not only were existing homes in
many cases dilapidated, they were also “vintage
1950s.” What he meant is that in the 1950s, the
average size of a single family home in the United
States was 983 square feet and included few
bathrooms and small bedrooms. By the twenty-
first century, the average size had increased to
2,349 square feet. Nonetheless, many families on
military installations still had to live in the small
houses constructed under the Wherry and Cape-

hart programs.>
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FIGURE 4-4. Pre-RCl housing unit at Camp Parks, Calif.
Courtesy of Clark Realty Capital.

To address these issues, Apgar wanted the
Army to thoroughly embrace private development.
He met with real estate industry representatives to
ask them how the Army could make partnering an
easier and more attractive option, and to deter-
mine what the private sector could offer instal-
lations. Based on these meetings, Apgar decided
that the CVI program as the Army had conceived
it had some fundamental problems, including the
name. In his mind, “Capital Ventures” gave the
wrong focus to the program because it emphasized
a venture capital approach which, while important,
was a short-term perspective. As he later related,
“the Army needed long-term, visionary thinking as
well as business savvy and entrepreneurial zeal.”
In addition, Apgar disliked using RFP solicita-
tions and contracts to engage developers because
they did not promote a true spirit of cooperation

or partnership. Under the RFP process, the Army

The Switch to the

CHAPTER FOUR

would outline ahead of time all of the different

specifications that it wanted for the housing and
then expect developers to tell them how they
would comply with those specifications. Not only
was this cumbersome for those responding to the
RFP (and expensive, as it took much thought and
effort to develop a proposal), it also, in Apgar’s
mind, was backwards. Instead, Apgar asserted,
the private sector should inform the Army how
they could construct well-designed and attractive
homes for soldiers and their families.

Apgar also wanted to see more elements of
New Urbanism in the development of installa-
tion housing. New Urbanism was an urban design
movement that first became popular in the 1980s
and increased in influence in the 1990s when a
group of architects formed the Congress for the
New Urbanism (CNU) in 1993. According to its

charter, the movement advocated neighborhoods

Residential Communities Initiative (RCI), 1998-1999
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Columbia community.

Courtesy of Columbia Archives.

with diverse populations centered around “public
spaces and community institutions.” The areas
would be pedestrian-friendly and would con-

sist of “architecture and landscape design that
celebrate([d] local history, climate, ecology, and
building practice.”

Columbia, Maryland, a planned community
built between Baltimore, Maryland, and Wash-
ington, D.C., in the 1960s, anticipated many of the
tenets of the New Urbanism movement. Con-
ceptualized by planner James Rouse of the Rouse
Company, Columbia had a town center at its core
and consisted of nine different villages, each with
its own name and its own village center. Each vil-
lage in Columbia also had its own neighborhoods,
parks, roads, apartments, town houses, and single-
family residences. The goal of Columbia, according
to Rouse, was to create “neighborhoods where a
man, his wife and family, can live and work and,
above all else, grow—grow in character, in person-
ality, in love of God and neighbor and in the capac-
ity for joyous living.”* The vision and the layout of
Columbia, together with New Urbanism tenets,
strongly influenced Apgar’s ideas about Army
housing. In fact, Apgar had worked for the Rouse
Company early in his career. To Apgar and others,

such as Joseph Scanga of Calthorpe Associates,

an urban design firm, Army installations were

the perfect arena in which to test New Urbanism
principles that fostered community, since deploy-
ments and frequent re-stationing of troops made it
difficult for military neighborhoods to maintain a
sense of community.>

In many ways, Apgar’s vision was not far from
that of the CVI program. The overall concept—
providing the best homes possible to soldiers by
teaming with private development—remained the
same. Yet Apgar clearly wanted to take privatiza-
tion in a more complicated direction. As Don Spi-
gelmyer later related, CVI, in its original concept,
focused on “small projects, a couple hundred units
here and there.” In Spigelmyer’s mind, CVI “really
wasn’t that much more creative than MILCON
except we had some of the authorities that we
could [use] to get [the housing] created.””” Apgar
foresaw the privatization of military housing as an
opportunity to foster community development,
rather than just to build houses. It was this concept
that really distinguished RCI from CVI.

To develop an in-depth construct for how these
ideas would work in practice, Apgar established
a “skunk works” team at Fort Belvoir in the sum-
mer of 1998. This team, which eventually became
known as the RCI Task Force, included Ted Lipham,
who had been leading the Army’s CVI efforts; Jean
Friedberg, who had worked for the Rouse Company
and other firms as a consultant; and Don Spi-
gelmyer, who had participated in the DOD “tiger
team” and had been a CVI team member.

One reason that Apgar was able to form the
team was that in 1998 the DOD reorganized the
Housing Revitalization Support Office (HRSO).
Although the HRSO had had the responsibility for
approving pilot programs and coordinating the
privatization process across the military services,

the DOD, according to former HRSO director
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FIGURE 4-6. Architect’s rendering of the planned Fort Irwin, Calif., Town Center, one of
several RCI developments based on the principles of New Urbanism.The town center was

completed in July 2011.
Courtesy of Clark Realty Capital.

Joseph Sikes, “sent the people back to the services
and told them to do their own projects.”?® After the
HRSO was renamed the Office of the Secretary of
Defense (OSD) Competitive Sourcing and Privati-
zation Office, it still had an oversight role (involv-
ing transmitting lessons learned and coordinating
with OMB), but it continued to be the responsibil-
ity of each individual service to decide how privati-
zation would proceed.

The DOD decision to let each military service
determine how to pursue privatization led Apgar,
on behalf of the Army, to put together the RCI Task
Force. Throughout the summer and the remainder
of 1998, this task force prepared a draft strategy for
the Army’s RCI program. According to Apgar, the
task force that he assembled with the assistance
of the ACSIM, Major General David Whaley, was
“a small but exceptionally able team that com-

bined seasoned professionals in the Office of the

Assistant Chief of Staff for Installation Manage-
ment with others from the Office of the Assistant
Secretary of the Army for Installations and Envi-

ronment and specialist contractors.”

SWITCH FROM RFP TO RFQ

In addition, the Army convened a “brains trust”

of, in Apgar’s words, “nearly everyone in the Penta-
gon who had anything to do with military hous-
ing,”* to investigate how it could more effectively
attract private developers to construct housing on
installations. This group met in September 1998
and decided that a Request for Qualifications
(RFQ), rather than an RFP, was the best way to
achieve what Apgar wanted. In fact, according to
Lipham, the Army had already broached the idea
of using an RFQ under CVI, but the DOD and
Army legal counsel had not found it to be fea-
sible. With Apgar buying in to the RFQ plan and

The Switch to the Residential Communities Initiative (RCI), 1998-1999
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providing the necessary “horsepower,” the Army
decided to try again and, with the aid of Office of
General Counsel attorneys, engineers, and housing
personnel, it drafted a sample RFQ.>

The RFQ became the linchpin of the entire
RCI procurement strategy, as developed by the

RCI Task Force. Issued by the Army after an
installation had decided to privatize—a decision
based on several factors, including the comple-
tion of a housing market analysis to determine
how many homes were actually needed—the RFQ

asked developers to provide a résumé of their

RFP vs. RFQ

Although the Army used a Request for Proposals
(RFP) process to select a developer for housing
privatization at Fort Carson, the service adopted a
Request for Qualifications (RFQ) process for subse-
quent privatization projects. Typically in an RFP, the
originator of the proposal advertises explicit project
requirements and then selects a contractor based
on how well each bidder’s price offer and work plan
match those requirements. With an RFQ, the proj-
ect owner defines fewer details of the final proj-
ect, and interested contractors compete with each
other by demonstrating their past experience, cur-
rent expertise, and their preliminary vision for the
project. In the RFQ model that the Army adopted for
the RCI program, the developer’s level of expertise
and design goals are incorporated into the project
planning, along with the Army’s priorities and the
particular needs of an installation. This takes place
through the Community Development and Manage-
ment Plan (CDMP) process.

In an RFP solicitation process, such as the one
the Army used for the CVI project at Fort Carson,
companies compete with one another by submit-
ting bids (also called “offers”) describing detailed
designs and strategies to accomplish the specifically

requested work, as well as documenting their prior

experience and expertise in the field. For most mili-
tary construction on installations, the Army Corps of
Engineers oversaw the RFP process, ensuring that all
particulars met the federal regulations that governed
contractor selections under RFPs. The Corps’ Omaha
District prepared the system that the Corps would
use to evaluate and rank the proposals for the Fort
Carson housing privatization project, the details of
which went into a document called the Source Selec-
tion Evaluation Plan (SSEP). Under the SSEP guide-
lines, the Omaha District would evaluate the pro-
posals, using a three-tiered organizational structure
and a multistage selection process. This evaluation
mechanism was similar to the selection process in
other Omaha District military construction (MILCON)
projects during that time.

The RCI program selected the RFQ approach
instead of the RFP because the RFQ offered several
advantages for Army housing privatization, includ-
ing reduced costs for bidders, improved project
planning, and fewer risks connected to the final
CDMP development. In both types of bidding pro-
cesses, the Army used industry forums as a way to
advertise upcoming projects and to generate inter-

est in the development community.
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qualifications and their experience in developing
similar housing projects.>* Instead of outlining
in great detail all that the Army wanted accom-
plished, an RFQ described in general terms what
the Army needed and asked developers to tell
the Army how it could accomplish those goals.
Respondents thus had to cover their experience
and past performance, explain their preliminary
concept, outline their financial and organiza-
tional capabilities, delineate what financial return
they hoped to make, and explain how they would
use small businesses as subcontractors.»

From these submittals, a Source Selection
Evaluation Board (SSEB) would select finalists,
who would then be asked to construct a more
detailed plan for housing development on the
installation and subsequently brief others on their
visions for the project. Based on these plans and
vision briefings, the SSEB would recommend an
ultimate partner to the Source Selection Advisory
Council (SSAC), consisting of senior level Army
and consultant personnel. The SSAC would review
the SSEB recommendation, either approve or reject
it, and, if it approved, send the recommendation
to the Source Selection Authority (SSA), usually a
high-ranking Army official, who would make the
final selection.>

After the developer had been chosen, the Army
would enter into a contract with it to produce a
Community Development and Management Plan
(CDMP). Based largely on James Rouse’s plans for
Columbia, Maryland, a CDMP, in Apgar’s words,
would provide “a robust, comprehensive plan for
community-building” that essentially outlined
“the business and financial plans for each RCI
site” The CDMP included, among other things, a
development plan, a financial plan, and an opera-
tion, maintenance, and property management

plan. According to Apgar, it delineated “all major
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programs and activities—including renovation,
demolition, construction and operations”—that
would occur over the life of the partnership and
that necessitated close cooperation between the
developer and the Army. The Army still had the
opportunity to end the partnership at this point. It
provided the developer with $350,000 to produce
the CDMP (which largely built on the partner’s ini-
tial proposal), but if the two sides could not agree
on the direction of the CDMP, the Army could just
pay the $350,000 and select a new developer.

If the Army accepted the CDMP (up to 2007,
the Army rejected the CDMP developer in only one
instance), it entered into a formal partnership with
the developer, forming a limited liability partner-
ship or corporation. This partnership would last for
50 years (with an option for an additional 25 years)
and the Army would lease the land to the limited
liability corporation, which would own the hous-
ing. The first 10 years of the partnership would, in
general, constitute the project’s first development
period, during which the initial construction and
renovations would occur and all inadequate hous-
ing at that site would be eliminated, by renovation,
replacement (demolition and new construction), or
just demolition.

To help fund this initial period of develop-
ment, the developer obtained loans secured
through money that the developer received from
soldiers’ Basic Allowance for Housing (BAH).
Some funds would also accumulate in a lockbox
to ensure that sufficient revenue would exist over
the life of the 50-year agreement for additional
maintenance and renovations, so that at the end of
the 50 years, the Army would not find itself again
with dilapidated homes. However, the BAH was
just one source of funding for RCI projects, albeit
the primary one. Army Family Housing Operating

funds paid for project development, evaluation,
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implementation, and oversight, including Army
salaries and consultant costs, while monies from
the DOD Family Housing Improvement Fund
(reprogrammed from the Army Family Housing
Construction Appropriation) were used to cover
any obligations scored by the OMB and to fund any
gaps in development funds.>

As the RCI Task Force developed the strategy,
Apgar reached out to the development commu-
nity. He had brochures prepared about RCI and
made plans for in-person presentations about
the concept. He contacted developers through
organizations such as the Urban Land Institute
and the National Trust for Historic Preservation.
When meeting with individuals, he emphasized
that the Army had incentives that it could use in
its partnerships, including mortgage guarantees
and direct loans. Industry representatives were
cautious but optimistic about the new program.
“We're turning the corner,” said Paul Taibl of the
Business Executives for National Security. But he
thought that more progress would be made if the
DOD did not “insist on reinventing the wheel [by]
designing new real estate contract vehicles and
financial instruments.”>”

By December 1998, the RCI Task Force had
finalized its strategy and Apgar presented it to
DOD officials, including Dr. Jacques Gansler,
the Undersecretary of Defense for Acquisitions.
Gansler provided general support for the concept,
allowing Apgar to take it to Capitol Hill as the
Army’s new privatization program, replacing CVI.3®
Apgar later characterized the program as “an ambi-
tious, 10-year plan ... to privatize Army housing at
43 locations by 2010, representing over 9o percent
of our U.S. stock, all using the RFQ.” Accord-
ing to Apgar, there were three major changes in
the program. First came a shift in thinking from

“housing production to community development.”

Second was a change in business approach from
contracting to partnering. Third was the use of
RFQs instead of RFPs. In short, Apgar explained,
RCI would “create and sustain attractive, comfort-
able homes in clustered neighborhoods that are
safe, clean, and convenient, with the features and

amenities enjoyed by the majority of Americans.”

CONGRESS DEBATES ARMY
PRIVATIZATION STRATEGIES

Congress’s initial reception of the plan, how-
ever, was lukewarm. Two House committees—the
Subcommittee on Military Installations and Facili-
ties of the Committee on Armed Services and the
Subcommittee on Military Construction Appro-
priations of the Committee on Appropriations—
raised concerns. U.S. Representative Joel Hefley
(R-Colorado), chairman of the Military Installa-
tions and Facilities subcommittee, for example,
declared that Apgar’s proposal would implement
full privatization too quickly, without ensuring
that RCI was the proper route to take. According
to Hefley, the Army appeared to be “plac[ing] all
hopes for recapitalizing and improving military
family housing on privatization, without being
certain that it will work in all locations.” Congress-
man Hefley and others believed that the program
needed to be tested before it could be accepted as
the vehicle to end the Army’s housing woes. “We
simply do not know enough about this program to
justify the policy decisions which appear to have
been made by ... the Army,” he concluded.*

Other questions revolved around the issue of
control. The House’s Military Construction Appro-
priations Subcommittee had traditionally had the
power to determine how many housing structures
would be built at what base. Under RCI, that
control would be gone. How could Congress know,

many asked, that money used for RCI was being
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FIGURE 4-7. U.S. Representative David Hobson (D-Ohio).

Courtesy of Congressional Pictorial Directory, U.S. Congress.

used in the most beneficial way? Would Congress
still have any kind of oversight over RCI? These
fears were exacerbated by the fact that, as it moved
to RCI, the Army placed several MILCON housing
projects on hold. This especially upset members
of the appropriations committees because projects
for which they had appropriated monies were not
going forward.# As former Vice Chief of Staff of the
Army Jack Keane explained, the Army was asking
Congress “to give up a significant amount of money
that they [could] take credit for in their congressio-
nal districts or in their states.”+

Some of Congress’s reluctance stemmed from
the nature of the changes that the Army wanted
to make. Congressional members were generally
not familiar with the RFQ concept and they were
therefore uncomfortable with the RFQ process—
even though the U.S. Postal Service, the General
Services Administration, and state governments

had been using that procurement method for
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years. Although everything within the RCI program
fell under the authorities authorized by the MHPI
legislation, some of the concepts, in Ted Lipham’s
words, “pushed the envelope,” which again threat-
ened Congress’s comfort level.#

Unperturbed despite the questions, Apgar
made plans in the fall of 1998 to announce the RCI
program at an annual industry meeting sponsored
by the Urban Land Institute in Pebble Beach,
California. Ten minutes before he was to take the
podium and make the announcement, he received
a fax from U.S. Representative David Hobson
(D-Ohio), chairman of the House Military Con-
struction Appropriations Subcommittee, forbid-
ding him to announce the program. In Apgar’s
words, Hobson thought the plan was “too risky, too
fast, and too far reaching.”+ After consulting with
Bernard Rostker and the Army’s General Counsel,
Apgar apologized to the group and said that he
could not make his planned announcement. Upset
about the matter, Apgar wondered how “a Con-
gressman [could] block a critical, carefully planned
meeting with the leaders whom we all hoped
would be helping the Army.”+ According to Rost-
ker, what Apgar did not understand was that “there
was a board of directors and that board of directors
was the United States Congress.” As such, Congress
“could prevent him from spending a dime.” What
he needed to grasp, Rostker concluded, was the
necessity of developing congressional support for
the program.+

Apgar eventually found enough support in
Congress to announce the program to another
Urban Land Institute conference on January 28,
1999, attended by developers, representatives
of lending institutions, and government offi-
cials.#” Yet Hobson’s opposition continued over
the next several months. In March 1999, Rostker

met with Hobson about the RCI program, and
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the congressman raised several questions. These
included why the Army was proposing to privatize
all of its housing with RCI when it had not com-
pleted any project under the RCI guidelines and
why the Army had not requested any funds for tra-
ditional military construction of family housing. In
essence, Hobson was echoing Congressman Hef-
ley’s concern that the Army appeared to be putting
all of its eggs in the RCI basket without knowing
whether RCI would succeed. “The military housing
privatization initiative is a pilot program,” Hobson
emphasized, but apparently “some in the military
have not gotten the message.”®

Congressman Hobson expected Rostker and
Apgar to provide him with answers to these ques-
tions in a hearing before the Subcommittee on
Military Construction Appropriations, but the
night before the hearing commenced he received
a letter stating that the Army would be unable to
address the concerns. Angered by what he consid-
ered to be nonresponsiveness, Hobson first con-
sidered canceling the hearing, but then, as he rec-
ollected later, decided to hold it so that he could
“chew [Apgar] out and shut the hearing down” in a
public way.#> According to Rostker, Apgar wanted
to respond to Hobson’s tongue-lashing, but Rost-
ker passed him a note telling him to “just shut up
and take it.”>° After telling the two that he “did
not expect to be treated that way,” Hobson quickly
ended the hearing, declaring that Apgar and Rost-
ker needed to “wait, step back, take a breath, look
at this, and try to get it in order. And if that is not
enough message,” he warned them, “then we are
going to have a real problem.”

Two days after the hearing, Rostker transmit-
ted answers to Congressman Hobson’s questions,
apologizing for the situation and explaining that
Apgar “did not appreciate your need to receive this

information before the hearing Wednesday.”>> The

RCI plan outlined in this response was a drastic
curtailment of Apgar’s original proposal. Accord-
ing to this report, the Army would now test RCI at
five pilot locations: Fort Carson (where privatiza-
tion was already underway); Fort Hood, Texas; Fort
Lewis, Washington; Fort Stewart, Georgia; and
Fort Meade, Maryland. The Army later dropped
Fort Stewart from the list of pilot projects. Even at
these locations, the Army would proceed with cau-
tion. Although RFQs would be issued and CDMPs
developed, the Army would not implement any
specific steps until Congress approved them.5

The plan also declared the Army’s intent to
use MILCON funds at installations where priva-
tization was not the ideal solution (for example,
installations with only a small housing inven-
tory). To keep congressional oversight intact, the
Army pledged to keep Congress informed as it
proceeded with RCI plans at installations. It would
tell Congress of intentions to issue RFQs, intent to
award contracts, and details of proposed CDMPs.
In this way;, it hoped to alleviate congressional

fears about the program.

GARNERING SUPPORT FOR RCI

Meanwhile, Apgar faced skepticism from
several sources within the Army, including the U.S.
Army Corps of Engineers (USACE), civilians in
both the OACSIM and Apgar’s own Installations
and Environment office, and installation person-
nel. USACE, for example, had been responsible
for construction on installations, although its
responsibility usually took the form of overseeing
contracts with private firms for the actual design
and construction of the homes. USACE had also
had responsibility for developing RFPs and for all
contracting matters under the CVI program. Under
the RCI, with the change to RFQs and partner-

ships, and Apgar’s personal program supervision,
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this responsibility would largely disappear. After
2001, the Baltimore District of the Corps would
function as the center for RCI procurement (it
supervised the RFQ and selection process), the
Mobile District of the Corps would serve as the
Environmental Team responsible for the prepara-
tion of documents to comply with the National
Environmental Policy Act, and the Norfolk District
of the Corps would work as the real estate team

for the RCI, preparing real estate documents and
supervising boundary surveys and lease compli-
ance assessments. But other districts would have
little responsibility. As Rhonda Hayes explained,
“the Corps’ proper role” in the RCI program caused
“a great deal of consternation.” Lipham was a little
more frank, stating that Corps personnel were
“hell-bent against” the RCI program.

The Directorate of Public Works had also tra-
ditionally had housing responsibilities, performing
operation and maintenance duties on family hous-
ing. But under RCI, operation and maintenance
would shift to the developer. Garrison command-
ers would no longer have direct and sole control
of the housing function, as the developer would
assume those responsibilities. In essence, Lipham
explained, the move to privatization implied to
existing housing officials that they were “not doing
a good job” and they “fought us all the way.”s” Such
concerns continued to pose difficulties as the
RCI program went forward. Looking back on the
situation, Apgar considered the concerns under-
standable, “given the radical departure from past
practice represented by our proposals.”>®

Facing these issues, Apgar took a number of
steps to redistribute control. He removed the RCI
Task Force from the jurisdiction of the OACSIM
in August 1998, establishing it as the RCI Program
Office within the OASA, I&E and making it respon-

sible only to himself. Apgar characterized this move
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as controversial but necessary, so that he could
promote creative thinking and innovative ideas
about housing.> Prior to that, as Lipham explained,
CVI had been “buried under about ... four levels
[of bureaucracy] before we got to the Assistant
Secretary of the Army.”*° Each layer had to approve
a decision before implementation, making it a dif-
ficult and time-consuming process. As one report
explained it, “to move a decision from [the OAC-
SIM] to the final decision maker, 12 different lead-
ers had to be briefed and consulted, which led to
indecision and confusion.” By making the RCI Task
Force report only to him, Apgar essentially removed
these bureaucratic layers. He also allowed the task
force to coordinate directly with installations,
rather than through the OACSIM and subordinate
commands. According to several observers, these
were critical moves, both because they lessened the
chance that critics of the program within the Army
could kill it and because they allowed for more
efficient decision making once the program began
in earnest. Moving the program to the Secretariat
allowed the Assistant Secretary to discuss matters
quickly with the Secretary of the Army, the Chief
and Vice Chief of Staff, the Office of General Coun-
sel, and four-star field commanders, as well as with
Congress and the DOD.®

Although moving RCI directly under the
Secretariat generated some controversy, it was
not a radical change for the Army. In October
1986, Congress had passed the Goldwater-Nichols
Department of Defense Reorganization Act, which,
in the words of an Army annual report, mandated
“avariety of organizational and procedural changes
upon the military establishment to strengthen
civilian authority” These included centralizing
certain functions, such as public affairs, research
and development, financial management, and

information management in the Secretariats of

83



sEEE W

=
I == [
O ECEE N
T ryry

FIGURE 4-8. General Jack Keane, Vice Chief of Staff of
the Army.

Courtesy of U.S. Department of Defense.

each service, as well as overhauling the Army’s
management structure. In many ways, Apgar’s
placement of RCI under his control was in keeping
with the reorganization act’s goal of “expand[ing]
the management role of the service secretaries.”®
The move to the Secretariat also helped facilitate
crucial communication with the RCI staff in the
early years of the program.

As Apgar remembered, he was driven by
the concern that “the program could easily have
been derailed or simply withered between late
1998 and acceptance of the four pilot projects.”
Apgar worried not only that Congress and high
Army leaders might kill the program with their
lack of support but that industry would tire of

waiting and move on to new interests.> To keep
the program moving, Apgar enlisted the help

of two crucial leaders: Vice Chief of Staff of the
Army Jack Keane and U.S. Army Forces Com-
mand (FORSCOM) Commander General Thomas
Schwartz. Keane, who had spent most of his mili-
tary career as a paratrooper and who had served
as commander of the XVIII Airborne Corps, was a
willing advocate of RCI.

Having seen firsthand the poor condition of
military housing, which he described as having
“very little aesthetic value,” Keane listened carefully
when Apgar approached him with plans for RCI
soon after his appointment as Vice Chief early in
1999. Apgar showed Keane the planned community
of Columbia, Maryland, whose design had been
guided by New Urbanist principles, to provide the
general with an example of what he was envision-
ing, and after that excursion Keane became an
RCI champion. Keane’s support was crucial. For
one thing, he already had a good relationship with
Congressman Hobson and helped alleviate some
of the congressman’s concerns. For another, Keane
believed that it was crucial to get the support of the
three-star commanders of the Army’s operational
commands—the XVIII Airborne Corps, located at
Fort Bragg, North Carolina; the III Corps, head-
quartered at Fort Hood, Texas; and the I Corps,
located at Fort Lewis, Washington—because
the commanders of these three corps were also
installation commanders. He was able to explain
the program to the three commanders—Lieuten-
ant General Dan McNeill (XVIII Airborne Corps),
Lieutenant General Leon LaPorte (III Corps
commander), and Lieutenant General Thomas
Hill (I Corps Commander)—and emphasized the
improvements to soldiers’ quality of life that RCI
could bring about. With Keane’s urging, all three

became supportive of RCI in 1999.%
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Courtesy of U.S. Department of Defense.

Perhaps one reason that all three Corps com-
manders accepted the program so readily was
that their own commander—General Thomas
Schwartz, who headed FORSCOM—was already
an RCI champion. As discussed in Chapter 3,
Schwartz had played a key role in getting privatiza-
tion at Fort Carson off the ground. He supported
the program in part because of his belief that the
Army had to do something to improve the quality
of life of its soldiers and make a concrete effort to
show families that the Army truly cared. Early in
1999, Schwartz convened a meeting of his senior
officers to discuss RCI and to convey in no uncer-
tain terms that he wanted FORSCOM installa-
tions to pursue it. As Ted Lipham remembered,
Schwartz told the FORSCOM commanders, “If you
don’t want to get on board with [RCI], let me know
and I'll find you another job because were going to
do this.” Soon after, and with the help of General
Keane, the FORSCOM installations started to “line

CHAPTER FOUR

up.” Additional help came when Secretary of the
Army Louis Caldera told the garrison command-
ers the same thing—that the Army was embracing
the RCI program and that those who did not like it
would get reassigned.® By February 2000, Lipham
could accurately report to internal and external
stakeholders that the program had “the support of
the highest levels of the Army.”®

In addition, Apgar continued to discuss RCI
with members of Congress and their staffs, as did
Lipham and officials such as Joseph Sikes, Director
for the Housing and Competitive Sourcing Office
within the Office of the Deputy Undersecretary of
Defense for Installations and Environment. These
conversations took place both formally and infor-
mally. Sikes, for example, remembered a breakfast
on Capitol Hill that included “all the senior leader-
ship of Congress, the Deputy Secretary of Defense,
the Comptroller, [and] all the senior DOD lead-
ership.”® In the course of such discussions, RCI
supporters found two champions of the program
on the House Military Construction Appropria-
tions subcommittee: U.S. Representative Chet
Edwards (D-Texas) and U.S. Representative Nor-
man Dicks (D-Washington). Edwards, who rep-
resented portions of North Texas, Central Texas,
and the Brazos Valley (including Fort Hood), saw
the value in privatizing housing, in part because
of his interest in improving the quality of life for
Army soldiers and their families. Edwards also had
areal estate background: after earning an MBA
from Harvard, he had worked for Trammell Crow,
a large real estate developer. Dicks, meanwhile,
had a legal background. He represented the Fort
Lewis community in Congress and understood the
importance of RCI to the installation. According to
Apgar, both of these congressmen “got it” and they
spent a good deal of time in 1999 trying to gain RCI

support from other committee members.
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CONCLUSION

By the end of 1999, the RCI program and
process had been established. Sandy Apgar had
changed the focus of the Army’s privatization
program to communities and, together with the
RCI Task Force, had created a vision for fam-
ily housing on Army installations. The idea was
innovative, creative, and controversial. Although
Apgar and other Army officials established proce-
dures and offices to protect the fledgling program,
doubts persisted. Many members of Congress, and
especially of the critical House Military Construc-
tion Appropriations subcommittee, wondered how
RCI would work in practice, whether it would be
too expensive, and how it would affect surround-
ing communities. Army officials, especially those
on installations, were unsure as well, although
the support of the Secretary of the Army, the Vice
Chief of Staff of the Army, and the FORSCOM
commander helped to mitigate those doubts. Yet
much work remained to be done to convince those
who questioned the program. Throughout 2000
and 2001, three pilot programs would test the RCI
program, producing concrete results and begin-

ning to answer the questions that lingered.
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FIGURE 5-1. RCI housing, Presidio of Monterey, Calif.
Courtesy of Clark Realty Capital.

L

* *

* *

CHAPTER FIVE

The Beginning of the RCI Pilot
Projects, 1998-2001

nder the leadership of Assistant Secretary

of the Army for Installations and Envi-

ronment (ASA, I&E) Mahlon “Sandy”
Apgar, IV, the U.S. Army had begun developing
an effective approach to getting private develop-
ers involved in the construction and operation of
on-post family housing. Yet the newness of the
program, coupled with Apgar’s aggressiveness in
promoting it, exacerbated congressional concerns.
Facing opposition from Congress, Army leaders
decided to implement three RCI pilot programs
to test the MHPI legal authorities and determine
whether or not RCI would work. The success of
the pilots would largely determine whether the
program had enough congressional support to
proceed to full implementation. As the pilots pro-
gressed, numerous questions arose about the RCI
program specifically and privatization in general.
Congressional committees kept a close eye on the
program, while those on the ground tried to work

through issues and develop plans, although they

had no real templates on which to draw. Carrying
out the pilot programs and addressing the issues

they produced were critical for the success of the

RCI program.

At the same time, the redirection of privatiza-
tion energy toward the RCI model that the pilot
programs embodied spelled the end of the Capital
Venture Initiatives (CVI) vision, at Fort Carson and
elsewhere. Apgar was intent not just on building
houses but also on offering “ancillary facilities”—
such as school, community centers, shops, and
recreational and cultural facilities—that would

cement a sense of community.

SELECTION OF THE PILOTS

Privatization of family housing was only
one of three methods that the U.S. Department
of Defense (DOD) as a whole hoped to use to
improve housing for service members. Its other
two options were to use traditional military

construction (MILCON) and to raise service
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members’ Basic Allowance for Housing (BAH) to
levels that allowed soldiers to afford quality off-
post housing. To accomplish the latter, Secretary
of Defense William Cohen announced an initia-
tive on January 6, 2000, “to eliminate service
members’ out-of-pocket costs for off-base housing
in the United States.” The initiative provided for
the DOD to move $3 billion into the BAH pro-
gram between 2000 and 2005, each year increas-
ing the amount that service members received as
their BAH until the funding covered all out-of-
pocket costs. However, since existing legislation
mandated that BAH payments could only equal
85 percent of the average cost of housing in a
community, the DOD needed specific legislation
to eliminate all out-of-pocket housing costs.
Because the RCI program proposed using
soldiers’ BAH as a rental stream for developers,
and because soldiers living off-post relied on BAH
to pay for their housing, any proposal to increase
the BAH positively affected RCI as well—both in
terms of financing the program and in terms of
the demand for housing. As Congress examined
the proposal to elevate BAH levels, it questioned
the effects on RCI, specifically, whether increases
would reduce demand for on-post housing. Army
officials responded that they would continue to
conduct Housing Market Analyses (HMAs) at
installations to determine how much on-base
housing was necessary.> They also noted that
increasing the BAH would make more money
available to developers for RCI construction
and renovation.3 Because soldiers would obtain
quality-of-life benefits by receiving more BAH, the
National Defense Authorization Act for Fiscal Year
2001 (passed in October 2000) implemented the
department’s recommendation. That same piece
of legislation also extended the life of the MHPI

authorities to 2004.4

The BAH increase had an unintended conse-
quence at Fort Carson: it created a flood of addi-
tional income for development company J.A. Jones,
which had based its bid on a more conservative
estimate of the amount of rental income from the
project.> Some Army officials, together with U.S.
Representative David Hobson (D-Ohio), were
“outraged” at the amount of additional revenue
it would provide to J.A. Jones over the 50 years
of the contract.® Indeed, the situation seemed to
confirm a congressional worry that the program
would turn out to be a boondoggle that fleeced
the taxpayers and the military and lined the
pockets of private developers—one of the reasons
that Congress eliminated the Wherry Housing
program of the 1940s and 1950s.7 In a 2008 inter-
view, Hobson stated that in the cases of the early
RCI pilot projects the Army and Congress tried
to make the contracts “triple net lease so they
[contractors] couldn’t steal the money away. The
contractor could make some money, but we did not
want them to make too much.”® Accordingly, the
increased BAH eventually prompted a restructur-
ing of the original Fort Carson housing contract.

Notwithstanding congressional qualms that
RCI might be too good a deal for developers,
Assistant Secretary Apgar and the RCI Task Force
continued their efforts to implement the RCI con-
cept at a select few installations. Initially Apgar and
the task force targeted four posts: Fort Hood, Fort
Lewis, Fort Meade, and Fort Stewart.® Fort Stewart
eventually was dropped from consideration and in
July 1999 Congress approved using Hood, Lewis,
and Meade as the pilot projects.” Apgar later
described how these pilots were chosen. Staffers
within his Installations and Environment office
just wanted “the next four [scheduled] MILCON
housing projects as the pilots for RCI.” Apgar dis-

agreed and instead asked his staff and Jones Lang
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FIGURE 5-2. Older, pre-RCl duplex in the Clarkdale
development at Fort Lewis.

Courtesy of U.S. Army.

LaSalle (JLL) consultants to list 20 possible instal-
lations, taking into account “the geography and
market conditions ... the Army’s basing network ...
the existing infrastructure, and several other crite-
ria” Based on the criteria, three installations stood
out: Fort Hood, because it had the strong backing
of U.S. Representative Chet Edwards (D-Texas),
as well as the support of Army leadership at the
installation; Fort Lewis, because it was “one of the
Army’s real estate crown jewels”; and Fort Meade,
because it “housed multiple agencies and was set
in a very strong regional market.™

Others remembered additional reasons for
the selection of Hood, Lewis, and Meade. For one
thing, privatizing these large installations would
enable the Army to improve 13 percent of its hous-
ing inventory. For another, the installations taken
together presented “a wide diversity of market
conditions associated with military housing.” Fort
Hood was located in the isolated community of
Killeen, Texas, for example, while Fort Meade was
in a major urban area between Baltimore, Mary-
land, and Washington, D.C.> The fact that the
installation commanders at both Fort Hood (LTG
Leon LaPorte) and Fort Lewis (LTG James Hill)

embraced privatization helped as well. As Rhonda

Hayes, now the Director of Capital Ventures in
ASA, IE&E, said, they were “raising their hand, say-
ing we'll do it.”s Finally, all three installations had
housing managers—Robert Erwin at Fort Hood,
Louis Bain at Fort Lewis, and George Barbee, work-
ing for the Military District of Washington to guide
the RCI project at Fort Meade—who were commit-
ted to thinking outside the box to solve their hous-
ing problems. Barbee called RCI “a history-making
event,” that allowed him and his counterparts “to
provide for our military members the same type of
housing that the people that they defend live in.”+

Because several members of Congress, espe-
cially Congressman Hobson of the House Subcom-
mittee on Military Construction Appropriations,
were concerned with the fast pace originally
proposed for RCI, the Army assured Congress
that it would proceed “cautiously” with the pilots.
Each site would undergo a project planning phase
in which the installation would work with the
selected partner to develop the Community Devel-
opment and Management Plan (CDMP). Under-
secretary of the Army Bernard Rostker, in his
response to questions on the topic from Congress,
asserted that Army officials, with the advice of
financial consultants, would “ensure that the plan
is well conceived, comprehensive and consistent
with the authorities provided by Congress.”s Once
the CDMP was completed, the Army would decide,
in consultation with Congress, whether or not to
proceed with privatization on a case-by-case basis.
The Army’s strategy for the pilot programs would
therefore be relatively “low-risk.”

In going forward with the pilots, the RCI Task
Force sought to apply lessons learned from the
Fort Carson project, even though Carson was being
completed under the CVI program. The biggest
lesson learned from Fort Carson, in the mind of

Army officials, was that the Request for Proposals
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(RFP) process did not work very well and that it
was necessary to switch to a Request for Qualifica-
tions (RFQ) process. But the Army also believed
that the success of the Fort Carson endeavor dem-
onstrated the need to communicate with outside
interests and stakeholders, such as school districts
and local government officials.”

Another lesson learned from Fort Carson
was that privatization cost more money than its
supporters had originally estimated. When the
Army submitted its budget request for Fiscal Year
(FY) 2000, the service did not know how expen-
sive the Fort Carson effort would be. When those
figures became available, Army officials realized
that they had significantly underestimated the
costs of privatization. In order for the three RCI
pilots to succeed, the installations would need a
higher level of program oversight, more project
managers, and more consulting time, all of which
would require additional funding. A Congressio-
nal information paper concluded that “the Army’s
original estimates were significantly lower than
that which is now required.””® Assistant Secretary
Apgar was more specific, stating that the original
budget did not include funds for monitoring the
Fort Carson project; for negotiating CDMPs at
Forts Hood, Lewis, and Meade; for conducting
lessons-learned sessions; and for adequate Army
staff and consultants to respond to requests from
Congress and private industry and to develop
policies and procedures.”

In November 1999, Apgar discussed with
Undersecretary Rostker the additional funds
needed. Although Rostker did not approve an
increase in staffing for the projects, he did sup-
port reprogramming $6.1 million from the Army
Family Housing Operations budget for the RCI
program’s use, primarily to cover JLL consulting

costs. In January 2000, Rostker and Apgar visited

Congressman Hobson at his home in Springfield,
Ohio, to discuss the funding issue and RCI in
general. Although Rostker later maintained that
the meeting removed a lot of Hobson’s discontent
with RCI, the congressman still had some reserva-
tions about the program. After Rostker sent a letter
to Hobson notifying him that the reprogramming
would “keep our program on schedule and ensure
its success,” Hobson responded that the Army
needed to make a formal reprogramming request
to the congressional defense committees before
any transfer could occur.

The Army made its formal request on Febru-
ary 11, 2000.* However, the Senate Subcommittee
on Readiness and Management Support of the
Armed Services Committee opposed the transfer
of $6.1 million if it would be used only to fund
consultant costs.

At about this same time, the Army repro-
grammed $8.4 million “from estimated savings
within the Army Family Housing Operations Utili-
ties account to fund the RCI program.” This money
had originally been requested in the Army Family
Housing Operations account in the President’s FY
2000 budget, but Congress had removed it from
that account in the actual appropriation. The Army
had then reduced its RCI budget by $8.4 million,
making it zero for FY 2000. In order to keep RCI
going, the Army reprogrammed that amount in
October 1999. According to Apgar, because that
action “was below the threshold required for Con-
gressional notification,” it was an action that the
Army could take without going through Congress.>

Clearly, however, the Senate’s opposition to
the transfer of the $6.1 million indicated that
there was still some work to do to convince
Congress of the need for the requested funds.
When Apgar appeared at hearings of the vari-

ous military subcommittees in March 2000, the
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reprogramming request was a topic of discussion.
U.S. Representative Joel Hefley (R-Colorado),
chairman of the Military Installations and Facili-
ties Subcommittee, expressed concern that the
Army was accruing large consultant costs that

far exceeded what the U.S. Air Force and the U.S.
Navy were paying. Hefley also did not want to
transfer money out of the Army Family Housing
Operations account because most of that account
was already obligated. Apgar responded that the
consultant costs were justified, especially because
RCI was a “very complex, very innovative and ...
largely unprecedented program.” He explained
that, based on the Fort Carson figures, the Army
now estimated that it would cost $18.1 million to
take the Carson, Hood, Lewis, and Meade projects
through the award and planning stages. For what
the Army was getting, Apgar suggested that those
costs were quite reasonable and of “very good
value.” In the end, he thought that there had been
“some mythology about this issue to date.”

The House Subcommittee on Military Con-
struction Appropriations also expressed concern
about the reprogramming of funds, especially in
terms of consultant costs. Yet after Apgar informed
the subcommittee that the Army could not go for-
ward with the Hood, Lewis, and Meade pilots until
the reprogramming was approved, Representative
Edwards, who represented Fort Hood, and U.S.
Representative Norman Dicks (D-Washington),
who represented Fort Lewis, urged the other com-
mittee members to support the request and to act
on it expeditiously.*

Despite Edwards’ and Dicks’ pleas, the other
committee members did not immediately approve
the reprogramming request. Hobson requested
more information on March 15, which Apgar
provided, reiterating what items the Army’s FY
2000 budget did not include. Apgar also provided
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FIGURE 5-3. Chet Edwards (right), U.S. Representative from
Texas’ 11th District, and Colonel Michael Pratt touring a
renovated home during the first phase of military housing
privatization at Fort Hood, Tex., in 2002.

Photograph by Steve Bibiano. Courtesy of U.S. Department of Defense .

detailed financial information on the consultants
that the Army used, as well as the products and
services that they provided.® This information sat-
isfied the House subcommittees, but in April 2000
U.S. Senator Conrad Burns (R-Montana), chair-
man of the Senate Subcommittee of the Commit-
tee on Appropriations, asked the same questions
as Hobson. He received the Army’s answers later
that month and, in June 2000, Burns’ subcommit-
tee approved the reprogramming request, as long
as no funds were obligated until the Office of the
Secretary of Defense (OSD) had re-reviewed the
request. The OSD’s review occurred soon after and,
on June 19, 2000, the Army received approval to
obligate the funds, thereby making them available
for distribution.>

The drawn-out negotiations over the repro-
gramming effort frustrated Apgar and others who

were anxious to move forward with RCI. As the
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subcommittees continued to ask questions, Apgar’s
aggravation became apparent. In a meeting with
the House Subcommittee on Military Construction
Appropriations on March 15, for example, Hobson
asked for another breakdown of the reprogram-
ming request. Apgar replied, “We’ve spent hun-
dreds of hours [responding to questions], but every
time we submit [answers] we get more questions.””’
The reprogramming request clearly raised tensions
on both sides.

Differing perceptions of RCI’s economic
benefits contributed to these tensions. Apgar
claimed that, under RCI projects, the Army would
realize savings of $100,000 per house and that it
could “leverage” its “tight military construction
budgets” since “for every dollar of public funding,
private investors will provide $10 or more.”® A
look back on these comments some 10 years later
reveals that Apgar’s predictions were correct. But
at the time he made them, many disputed the
rosy economic outlook, claiming that the Army
and the entire DOD were overstating the life-
cycle cost savings and the leveraging effect. In
fact, however, a 2000 General Accounting Office
(GAO) report suggested that the RCI program was
cost-effective: it concluded, after examining the
two privatization projects already awarded and
another 12 that were approved for solicitation,
that even if life-cycle cost analyses for the projects
were “incomplete, inaccurate, or inconsistently
prepared,” most privatization projects would
generally save around 11 percent over traditional
military construction. That was true despite the
fact that some of the projects would cost more
than traditional military construction.® Congress
also questioned whether the 10-to-1 leverage ratio
was really accurate. However, the Army consis-
tently computed the leverage ratio using the OSD
definition and found that the RCI program had

exceeded the 10 to 1 ratio for a number of years.
For example, at the end of FY 2001, the ratio was
23 to 1, and then reached a high of 27 to 1 at the
end of FY 2002.

However, the ratio has decreased over the years
since 2002 because of the equity that the Army put
into existing projects to eliminate the deficits. In
most of those cases, the contributed funds could
only be leveraged at 1 to 1. Therefore, as funds
have been added, the annual leverage ratios have
decreased accordingly to a recent low of 6.6 to 1 at
the end of FY 2010.3°

The amount of money that the Army was pay-
ing to consultants remained a sensitive subject
throughout 2000. In February 1999, the Army had
entered into a contract with JLL—a global real
estate financial and investment services firm—to
provide help negotiating with private developers.>
In the eyes of Army officials, consultants provided
“high-level skills/expertise” in financial matters
that the government did not have. A list of consul-
tant products and services prepared by the Army
indicated how integral consultants were to the RCI
program. It showed that, among other things, they
helped prepare RFQs; provided media outreach;
developed analytical models and scenario develop-
ments for pilot programs; planned and executed
industry forums; supported the Integrated Process
Team (discussed below); provided due diligence
at the pilot programs; trained those sitting on
Source Selection Evaluation Boards (SSEB); helped
installations conduct CDMP negotiations; assisted
with transitions to RCI partners; and helped with
closings.®* Don Spigelmyer explained that it was
“essential to have the appropriate skills and exper-
tise in place to ensure the government is getting a
fair deal” in negotiating contract terms with private
companies.® JLL consultants played a critical role

by providing the necessary expertise, which the

Privatizing Military Family Housing

CHAPTER FIVE

FIGURE 5-4. Townhouse-style family housing prior to RCI renovation of the McNair
neighborhood at Fort Hood.

Courtesy of Lend Lease.

government RCI team did not have, in managing
commercial real estate and financing deals with
dollar values in the hundreds of millions over the
course of 50 years. JLL also became “instrumental
in developing the Portfolio and Asset Management
program for the Army.”>+

However, Congress considered the amounts
that the Army was paying to JLL to be exorbitant.
Each time Apgar or other Army officials appeared
before congressional committees to discuss RCI,
they faced questions from congressional mem-
bers about consultants and their costs, especially
questions about why the Army was spending more
on consultants than the other military services

were.> Specifically, Congress questioned how many

consultants worked on RCI (as of April 2000, the
number was 10 full-time employees); whether a
contract selecting JLL as the consulting firm had
been competitively bid (the answer was “yes”); and
how the Army justified spending more for contrac-
tors than the Navy or the Air Force.3® Because of
consultants’ indispensable expertise, the Army con-
sidered their costs—which it estimated at $800 per
home—both necessary and reasonable. In the large

scheme of things, the costs were “relatively minor.”>

FORT HOOD (TEXAS)

After Congress approved the reprogramming
request, the Army had both the funds and the
authority to proceed with the pilots. The first pilot

The Beginning of the RCI Pilot Projects, 1998-2001
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to receive attention was Fort Hood, Texas, which
the CVI team had originally considered for privati-
zation under the CVI program and which was the
largest military installation in the United States.

Fort Hood encompassed approximately 217,000
acres and housed two Army divisions: the 1st
Armored Cavalry and the 4th Mechanized Infantry.
Founded as Camp Hood in the 1940s, it became Fort
Hood in the 1950s. Located 60 miles north of Austin
and 50 miles west of Waco, Texas, Fort Hood had
a total area population of approximately 245,000,
including on-post residents. As of 2001, approxi-
mately 42,500 military members were assigned to
duty at Fort Hood. Approximately 25,000, or 60
percent, of the soldiers had families, and nearly
12,000 civilians were employed on the installa-
tion in various roles, including DOD employees,
contractors, and volunteers. Approximately 33,000
military retirees, along with 38,000 family members
of retirees and deceased soldiers, were also living in
the area surrounding Fort Hood 3

Prior to implementation of the RCI program,
there had been other efforts to privatize Fort Hood
family housing. Under both the Wherry program of
the first half of the 1950s and the Capehart program
of the second half of the 1950s through 1962, the
Army had contracted with private developers for the
construction of new housing. In addition, the Army
built Liberty Village, a Fort Hood housing commu-
nity, under the Section 8o1 program. According to
Carol Anderson, Chief of Housing Services at Fort
Hood, “Fort Hood has experienced every privatiza-
tion initiative dating back to the late '40s.”* In 1995,
Hood was one of four installations deemed ready
for the CVI program. The Army prepared a concept
plan, under which it would enter into a limited
partnership to construct 200 four-bedroom homes
for junior non-commissioned officers.* Little other

planning occurred until 1997.

In 1997, Fort Hood officials again considered
using the CVI program to privatize Fort Hood
housing, in part because the cost to improve and
renovate housing on the installation was esti-
mated to be at least $300 million. Financing such
renovations and construction through traditional
MILCON appropriations meant that it would take
the Army 30 to 40 years to complete the necessary
improvements. In a 1999 local newspaper article,
Fort Hood’s garrison commander, Colonel David
Hall, explained the advantage of privatization:
“We want a private developer who will come in and
not only spend that money year to year maintain-
ing and keeping up the standards that we have
been doing, but we want him also to leverage that
capital to improve the quality of life”# According
to Hall, normal upkeep of the houses was not the
root of the problem, since the soldiers’ level of
discipline ensured that they would maintain their
homes. “It’s the things you don’t see like the sewer
and water systems,” Hall stated.+* In addition to the
support of Hall, Fort Hood also had the backing of
two other high officials. General Thomas Schwartz,
the U.S. Army Forces Command (FORSCOM) com-
mander, had been involved with early privatization
discussions, including the CVI privatization of
Fort Carson, and was a strong proponent of RCL.#
General Leon LaPorte, who served as commander
of the 1st Cavalry Division and was later the instal-
lation commander for Fort Hood, also supported
the idea of privatization for the base.+

Under CVI, the original plan was to use an
RFP developed by the Fort Worth District of the
U.S. Army Corps of Engineers (USACE) to priva-
tize more than 5,000 homes. The developer would
maintain 4,000 of those homes, demolish 700, and
build 1,000 new ones. Robert Erwin, who led the
CVI process at Hood, explained that privatization

was necessary because most of Fort Hood’s housing
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had been built at least 30 years earlier. According
to Erwin, the installation required 1,000 four- and
five-bedroom homes for its enlisted personnel
and these needed to be constructed as quickly as
possible—“not in the 60 or more years it would take
under the normal appropriations process.”#

On March 3, 1998, the Army held an indus-
try forum in Killeen, Texas, for the Fort Hood
CVI project. Nearly 200 representatives from the
private sector, the military, and state and local
governments attended. Developers inquired about
various aspects of the program, including what
the tax situation would be if they built on govern-
ment land. They also asked about the applicabil-
ity of Davis-Bacon Act wage requirements and
who would be responsible for road infrastructure
within the development. At the end of the forum,
Dr. Rebecca Griffith, Corps Program Manager,
announced that the RFP for the Fort Hood project
would be issued in August 1998 with a potential
award by March 1999.4

However, the Army never issued the Fort Hood
RFP. When Apgar took Army privatization down
the RCI path, Fort Hood became an RCI project
and Army staff had to rework plans for housing
privatization there to fit the new RFQ framework.
To begin the RCI process, the Army determined
that nearly 5,000 of the existing homes at Fort
Hood needed renovation or replacement within
the first 10 years of the project.# During the
initial decade of construction, the Army would
require the developer to construct a maximum of
1,149 new homes to eliminate the housing deficit,
meaning that enough housing would then exist
at Hood, on and off post, to adequately house all
of the soldiers with families stationed there. As
part of the development plan, the Army and the
developer would work together to verify that these

original figures accurately reflected Fort Hood’s
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housing needs. Expansion of the installation’s
housing stock beyond the 1,149 homes was not
authorized.®® Apgar also wanted to see developers
construct ancillary facilities on the installation,
defined by Ted Lipham, head of the RCI Task
Force, in a New Urbanist, community-oriented
context, as “small-scale shopping, entertainment
and other appropriate, profit-making enterprises
with not-for-profit recreational and cultural activi-
ties.” Apgar proposed that the Army “reinvest a
share of the total profits in local, family-oriented
facilities and services that could not be privately
financed,” although he did not define what the
term “profits” meant.+

After conducting the HMA, the Army held
another industry forum in December 1998 in
Dallas, Texas. More than 250 people attended the
event, including developers, property managers,
lenders, and representatives from government and
the military services. The forum focused on both
the Fort Hood project and on the RCI program in
general. Lieutenant General LaPorte gave a pre-
sentation on Fort Hood, informing participants
that out of the 40,000 soldiers at the installation,
“62 percent are married, 86 percent are male, 98
percent have high school diplomas, and 76 per-
cent of sergeants and below have dependents.”
Garrison Commander Colonel Richard Craig also
made comments, while Herman Bulls, the manag-
ing director of LaSalle Partners (a forerunner to
JLL), discussed the need for all parties to come to
agreement on how the privatization process would
work. According to a report about the meeting, the
Dallas forum facilitated communication between
the Army and the private sector.>°

In December 1998, the Army notified Congress
of its intention to issue Fort Hood’s RFQ. However,
Congress was still skeptical about the entire RCI

program. Its members were especially concerned
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about Apgar’s commercial development proposals.
Such development did not sit well with the Army
and Air Force Exchange Services (AAFES), whose
members saw RCI as infringing on AAFES activi-
ties. AAFES therefore complained loudly to Con-
gress about the construction of ancillary facilities.
Congress then put RCI on hold until those issues
could be resolved, and work on the Fort Hood proj-
ect (and preliminary planning for the Lewis and
Meade pilots) essentially stopped.>

For the next several weeks, the Army
attempted to address the ancillary facilities issue.
Notes from the RCI Task Force indicate that Apgar
and other RCI staff met several times with mem-
bers of Congress and their staffers. Apgar and his
staff also prepared a letter to Congress redefining
Apgar’s vision of ancillary facilities as those “inte-
gral to a viable contemporary community, such as
schools, community centers, childcare facilities,
indoor and outdoor recreational facilities, and
storage facilities.” > Apgar believed that the MHPI
legislation provided the authority for such endeav-
ors, and he committed in the letter to ensuring
that such facilities did not compete with off-post
activities or with AAFES, the Defense Commis-
sary Agency, or Morale, Welfare and Recreation
(MWR) facilities.

By the end of March 1999, congressional mem-
bers seemed mollified and Congress indicated that
it would allow Fort Hood to go forward on its RCI
journey. The Army then finalized the Fort Hood
RFQ and released it on August 6, 1999.5 No other
installation had used the RFQ process, so there
were no examples for Fort Hood personnel to fol-
low. Apgar, members of the RCI Task Force, and
JLL consultants, as well as Robert Erwin and the
Fort Hood housing staff, all contributed advice to
the USACE Headquarters in the preparation of the
draft RFQ.5+

Upon completion, the Fort Hood RFQ outlined
in general terms what the Army wanted to achieve
with a private development partnership at Fort
Hood. It also provided information about Hood
and the surrounding area. According to the RFQ,
the developer’s responsibility would be to renovate
existing housing and to construct new homes in
order to “ensure that eligible soldiers and their fami-
lies have access to quality, attractive, and affordable
housing.” The developer would also have to con-
struct “ancillary supporting facilities that enhance
the Installation’s residential community,” such as
tot lots, daycare centers, and community centers. In
addition, the developer would be responsible for the
management and maintenance of the installation’s
housing inventory. Specific details about how the
developer would accomplish these purposes would
come with the development of the CDMP.

In the summer of 2000, after receiving eight
applications, the Army selected the Fort Hood
developer, making the award to a partnership of
Actus Lend Lease, which would be responsible
for construction, and Trammell Crow Residential,
which would manage the properties. Fort Hood
conducted the official signing ceremony on August
8, 2000, with Apgar, Congressman Edwards, and
Lieutenant General LaPorte in attendance.>® Actus
and Trammell each had years of collective expe-
rience in both construction and property man-
agement. Actus Lend Lease was a joint venture
between Lend Lease Projects, Inc. (a property
management company based in Australia), and
Actus Corporation, a California company formed
in 1999 specifically to construct housing for the
military.” Trammell Crow Residential, meanwhile,
formed in 1977 as an offshoot of the Trammell
Crow Company, a national development firm. It
had expertise in developing, constructing, and

acquiring multi-family rental and condominium

100

Privatizing Military Family Housing

CHAPTER FIVE

communities throughout the United States.s®
According to Apgar, both Actus Lend Lease and
Trammell Crow were prominent fixtures in the
development and property management fields.>

The Actus Lend Lease/Trammell Crow team
offered several strengths to the Fort Hood RCI
project, including a recognition that the most
important housing deficit at Fort Hood was for
junior enlisted personnel (Privates, pay grades E-1
and E-2, and Privates First Class, pay grade E-3).
The team also had several creative ideas about
ancillary facilities as well as a commitment to
customer satisfaction.® Matthew Keiser, procure-
ment attorney for the Office of General Counsel,
USACE Headquarters, remembered that the team’s
conceptual design was given substantial weight,
noting that it featured “fancy concepts,” including
installing a lake in one of the communities.® As
Fort Hood RCI specialist Robert Erwin explained,
“they were the best qualified with the best overall
... deal for the Army.”¢

The official name of the joint venture between
Actus Lend Lease and Trammel Crow was Fort
Hood Family Housing, LP, and the Army con-
tracted to pay this entity $350,000 for the prepara-
tion of the CDMP.* Writing the CDMP involved
personnel such as Michael Nix of Fort Hood’s
Housing Engineering Support Branch (who
brought a vast knowledge of maintenance and
existing home renovation) and Steve Schlabach
of the Army Contracting Agency (who helped
develop reporting requirements and other aspects
of business management).® In addition, the Corps
of Engineers provided support for the CDMP, and
as many as five persons from JLL assisted with the
financial aspects.

As they began the CDMP process, Fort Hood
Family Housing and the Army were once again

breaking new ground, as no CDMP had been
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completed up to that point. Therefore, the Army
relied heavily on JLL consultants for help in
evaluating real estate and financial matters, even
though, according to Erwin, JLL’s private-sector
experience “wasn't exactly a fit because we were
introducing into this process a military culture that
they weren’t used to.” With JLL’s help, however,
Fort Hood Family Housing successfully produced

a CDMP and the corresponding legal documents.
Erwin remembered that the support and participa-
tion of high-level officials (including Apgar) were
very important to the process, as was the fact that
these officials gave Erwin the flexibility to con-
struct a workable plan.®®

Even with the involvement of senior leaders,
the CDMP had to undergo an extensive review
period, especially since it was the first such plan.
In late 2000 and early 2001, the Corps of Engineers,
FORSCOM, and the OACSIM all reviewed and
commented on the CDMP and Army personnel at
Fort Hood, in conjunction with Fort Hood Fam-
ily Housing, responded to these comments and
made appropriate revisions.®” As one example,
FORSCOM expressed concern about the Ameri-
cans with Disabilities Act (ADA) requirements not
being mentioned in the CDMP. Army staff at Fort
Hood agreed that this was an issue and indicated
that the final documents would specify an appro-
priate percentage of homes that were compliant
with the ADA.% Although the comments of all
three entities helped Fort Hood Family Housing
refine its CDMP, the refinement process took quite
a long time, delaying the transfer of housing at
Fort Hood to the spring of 2001.

Other delays arose in March 2001 as Con-
gress and the Office of Management and Budget
(OMB) questioned the project’s financial struc-
ture. Congressman Hobson believed that, because

Fort Hood consisted of nearly 6,000 houses, “If
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FIGURE 5-5. Aerial view of sprawling Fort Lewis, Wash., showing installation’s

existing and planned neighborhoods.
Courtesy of Lincoln Military Housing.

it doesn’t work right, then all [DOD] privatiza-
tion, not just the Army,” would suffer.® Therefore,
careful and close analysis of the proposed project
was essential. One of the issues that gave the OMB
pause was that the Army would be contributing
both equity (in the form of the buildings con-
veyed to the developer) and $52 million to provide
initial financing for the developer. Because the
Army would also be a partner in the program,

the OMB wondered, according to Randall Yim,
Deputy Undersecretary of Defense for Instal-
lations, whether the cash investment created a
“government entanglement” that could make this a
federal, rather than a private-sector development.”
Yim and Raymond Dubois, Yim'’s predecessor, both
worked extensively with the OMB to resolve issues

concerning the cash investments in RCI projects.

Ted Lipham also composed memoranda answering
questions about Hood’s CDMP and informing the
OMB that, as Executive Director of RCI, he “fully
supports the Fort Hood CDMP as a tremendous
agreement.”” Such backing was crucial to obtain-

ing OMB approval in March 2001.

FORT LEWIS (WASHINGTON STATE)

As the CDMP review process unfolded at
Fort Hood, the Army began making progress on
the Fort Lewis pilot project. Located in western
Washington about 35 miles south of Seattle,

Fort Lewis was officially established in 1919 and
covered approximately 86,000 acres. It housed
several troop units, including I Corps headquar-
ters; 2nd Battalion, 75th Ranger Regiment; the 1st
Brigade, 25th Infantry Division; the 3rd Brigade,
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2nd Infantry Division; and 1st Special Forces. As of
2001, its population included nearly 20,000 active-
duty soldiers, as well as 9,192 family members and
4,920 civilian employees. Most of the family hous-
ing on the base had been built in the 1950s and
1960s under the Capehart and Wherry programs.”

Like Fort Hood, Fort Lewis had originally been
slated for privatization under the CVI program.
Although it was not one of the installations named
as a CVI pilot project in 1996, Fort Lewis had begun
CVI preparations by early 1998. Louis Bain, who
was in charge of housing at the base, was especially
interested in privatization and worked with the
installation’s commanding general to position Fort
Lewis to become another of the CVI pilot proj-
ects.” But Fort Lewis never got far enough along in
the CVI process to generate an RFP before Apgar
changed the direction of Army privatization. The
Army had originally planned an industry forum at
Fort Lewis for March 1999, but with Fort Hood on
hold because of the ancillary facilities question,
the forum was postponed until December 16, 1999.
At that time, the 185 people in attendance heard
representatives of JLL and Lieutenant General
James T. Hill, Commanding General of both Fort
Lewis and I Corps, discuss the RCI program.?

The Army released the RFQ for Fort Lewis on
December 10, 1999, and bids were received in the
two-month period that followed. As with the Fort
Hood RFQ, the Fort Lewis document described
the needs of the installation in relatively general
terms. Interestingly, the RFQ did not clearly state
what the fort’s housing deficit was because of an
existing disagreement between Army headquarters
(HQDA) and Fort Lewis about the number. The
Army considered it to be 366, based on its own
analysis completed in 1997, but Fort Lewis, which
had had a private contractor perform an analysis,

claimed it was 863. Because HQDA did not want
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to delay issuing the RFQ unnecessarily, it decided
not to notify Congress about the inconsistencies

in the deficit until it had validated the figure and
until the Army had selected the private partner. In
addition, the RFQ noted that 300 of the existing
3,589 homes at Fort Lewis were deemed potentially
historic and eligible for listing on the National
Register of Historic Places. Fort Lewis would thus
be “the first Army installation to privatize a historic
housing area.””

The Fort Lewis SSEB reviewed applications for
minimum experience requirements, eliminating
firms that did not meet those prerequisites. A firm
not selected as competitive under that process then
filed a protest with the GAO on May 22, 2000. On
June 29, 2000, for reasons that are not clear, the firm
withdrew its protest and a selection of the partner
was made soon after. On July 11, the Army notified
Congress of its intent to award the project.”

On August 30, 2000, Secretary of the Army
Louis Caldera announced that EQR/Lincoln Fort
Lewis Communities, LLC, would be the developer.
According to a press release, EQR/Lincoln would
renovate or replace more than 3,500 homes, as
well as construct 360 new homes. Congressman
Norman Dicks commented that the project “means
our Army families will get the kind of housing and
communities they deserve.””® Bain stated that the
partnership’s goal was to erase the housing deficit
on the installation by 2010.7 With those goals in
mind, EQR/Lincoln and Army personnel began
work on the CDMP.

FORT MEADE (MARYLAND)

Progress also took place on the Fort Meade
pilot project, instituted by the Army in 2000.
Originally established in 1917 as a cantonment
site for troops drafted to serve in the First World
War, Fort Meade covered 5,415 acres and had a
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FIGURE 5-6. Design graphic detailing EQR/Lincoln’s design team'’s renovation plans

for the historic Broadmoor neighborhood at Fort Lewis, Wash.

Courtesy of Urban Design Associates.

population of 109,000. Situated between Washing-
ton, D.C., and Baltimore, it was known as a “pur-
ple” installation because it housed members from
all services—Army, Navy, Air Force, U.S. Marines,
and U.S. Coast Guard—as well as national guard
and reserve troops. In 1993, Fort Meade became
part of the Military District of Washington
(MDW), which oversaw military operations in the
National Capital Region.®

As with both Fort Hood and Fort Lewis, the
Army had worked on the housing issue at Fort
Meade for several years. In 1995, for example, George
Barbee, who managed housing at Meade as part of
the MDW, began consulting with Ted Lipham and

Don Spigelmyer about ways to privatize housing. He

discussed the matter with Meade’s garrison com-
mander and with representatives of Anne Arundel
County, and he developed a plan whereby Fort Meade
would maintain ownership of the land on which

the housing sat, transfer the existing homes to the
county, and have the county cooperate with private
developers to either replace or renovate the homes.®
Aversion of this plan came forward in 1996 when
Barbee proposed that private developers construct
housing in one area of the installation in exchange for
the Army giving the developers access to 200 acres of
Army land elsewhere. The area where the developers
would construct the housing was the Meade Heights
neighborhood, where the existing 250 houses

and apartments were in an extremely run-down
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FIGURE 5-7. Housing at Fort Meade, Md., before the implementation of RCI.

Courtesy of Picerne Military Housing.

condition. The Army worked with the county to
launch this program, but when CVI began in earnest,
it subsumed the county plan.®> Unfortunately, accord-
ing to one source, the county had invested so much
time and money into the project that its cancellation
created resentment and “bad blood.”®

In March 1998, a CVI report noted that Fort
Meade had a housing deficit of 263 four-bedroom
homes for junior non-commissioned officers and
enlisted personnel, and that the Army had $20.8
million available for privatization efforts. Under
the CVI program, the selected developer would
receive title to the installation’s inventory of 2,862
homes and would construct an additional 263

four-bedroom houses. Of the 2,862 houses and

apartments, it would replace 1,888 and renovate
712, including 112 historic homes.?

An article in the July 23, 2000, issue of the
Washington Times emphasized the need for
renovations and additional housing at Fort Meade.
This article described the poor condition of Fort
Meade’s housing, reporting the experiences of
individuals such as Navy Petty Officer Lee Thomp-
son, who lived in the Argonne Hills neighborhood.
Thompson’s home, the article stated, had walls
“covered with lead-based paint, which is spread
so thick the Thompsons say they can peel it off in
chunks.” Major Philip VanWiltenburg, who lived
in the MacArthur Manor neighborhood, had to

endure clogged air conditioning and heating vents:
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FIGURE 5-8. Housing at Fort Meade, Md., prior to the implementation of RCI.
Courtesy of the RCI Office.

“The only air or heat he [Major VanWiltenburg]
and his wife, Trish, get is from a narrow open-

ing in a window frame between the kitchen and
dining room.” Major VanWiltenburg’s house also
suffered from mold in the bathroom and cup-
boards that would not close because the doors had
“been painted over so many times they no longer
stay shut.”® With such conditions, the need to do
something at Fort Meade was pressing.

In 1999, the Army decided to use Meade as
one of the pilot projects and preparation of an
RFQ began. Barbee, who was designated as head
of Meade’s RCI project, recruited enlisted person-
nel, officers, and their spouses to serve on instal-
lation committees that would advise him and oth-
ers about how housing could be improved.®® Fort

Meade Garrison Commander Colonel Michael J.

Stewart also formed an RCI Staff Advisory Team
and an RCI Support Team to work on the RCI
plans.?” These entities helped prepare the instal-
lation’s RFQ, which was released on May 1, 2000,
and which outlined plans very similar to those
conceived under the CVI program. According

to the RFQ, the successful developer would be
expected to “transform existing military hous-
ing areas into planned and integrated residential
communities which foster family lifestyles.” The
RFQ also specified that the developer selected
needed either to replace or renovate approxi-
mately 2,600 of its 2,862 existing homes, includ-
ing 112 historic houses. Such construction needed
to occur within the project’s first 10 years. The
developer would be expected to build approxi-

mately 308 additional homes (although this
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number was not finalized) within the project’s
first four years.®

Four days after issuing the Fort Meade RFQ
on May 1, 2000, the Army sponsored an industry
forum in Baltimore, promoting the project to
developers as “the first Army post in a metro-
politan area to undergo housing revitalizations
through the RCI program.”® Several individuals,
including Apgar, Rostker, and Major General Rob-
ert Van Antwerp, the ACSIM, made presentations
about RCI and housing privatization at the forum,
which was attended by approximately 280 individ-
uals. Apgar especially emphasized that RCI was an
extraordinary opportunity for developers and that
the Army had “streamlined the process” so that
it was not so onerous. He hoped that developers
would see that the Army viewed establishing part-
nerships with them as a priority.?° Van Antwerp
echoed those thoughts, telling developers that
the Army wanted RCI to be profitable for them. It
did not intend the program to “strain the last bit
of blood.”* One newspaper called these talks “a
sophisticated sales pitch” to forum participants,®
while another noted that Apgar appealed to devel-
opers’ sense of patriotism.

With the information obtained from this
forum, developers crafted their responses to the
RFQ. The solicitation period closed on July 31,
2000, and the SSEB began reviewing the submis-
sions soon after.* Seventeen firms responded to
Fort Meade’s RFQ—the most of any of the pilot
projects. On October 25, 2000, the SSEB selected
three finalists. The Community Partnership
LLC, a firm that had not been selected, submit-
ted a protest to the GAO on November 20, 2000,
stating that it was unduly removed from consid-
eration. The protest, according to an RCI infor-
mation paper, “questioned the RFQ evaluation

process, the integrity of the evaluation team,

A FORUM ON HOUSING PRIVATIZATION
AT FORT MEADE

Renaissance Harborploce Hotel D hwr
Baltimore, Maryland By Sommmrn
May 5, 2000 fr—
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FIGURE 5-9. A brochure announcing the Fort Meade RCI
Forum.

Courtesy of Mahlon “Sandy” Apgar, IV.

as well as the judgement [sic] of the evaluation
team members.”o

Community Partnership was a nonprofit orga-
nization consisting of Archstone Communities,
Keating Development Company, and the Housing
Commission of Anne Arundel County, Maryland.
Representatives of Keating and Anne Arundel had
met with Assistant Secretary Apgar in April 1999 to
discuss the possibilities of using a nonprofit in the
RCI program. Apgar had told the representatives to
examine the MHPI legislation and make sure that
their proposal fit within its guidelines and tools.
Whether the partnership did this is unclear, but the

Meade SSEB found 37 weaknesses in Community




FIGURE 5-10. John Picerne, head of Picerne Military Housing.
Courtesy of Picerne Military Housing.

Partnership’s proposal.?® According to a newspaper
account, these weaknesses included the firm’s lack
of experience in both historic preservation and
residential property management. The SSEB also
had concerns about the financial viability of the
partnership.9” After a 100-day investigation, the
GAO concluded that two of the weaknesses were
“unreasonably based,” but the rest were legitimate.
It therefore denied the protest.%®

Congressman Hobson, however, was not as
easily satisfied. Hobson wanted reassurance that a
high level of competition in the Fort Meade solici-
tation existed and that the winning developer’s
investment approach was sound.” In February
2001, the congressman informed the Vice Chief of
Staff of the Army that the Army should not make
an award at Fort Meade.* The Army worried that

any delay in selecting the partner “would be a

breach of faith with the bidders” and could poten-
tially “expose the Army to multiple lawsuits and

make [the Army] potentially liable for additional

damages to those firms in the competitive range.”

Part of his reservation, Hobson later revealed, was
that he wanted to see the Army use a public hous-
ing authority, such as the Housing Commission of
Anne Arundel County, and he was disappointed
when Fort Meade opted to use a for-profit firm.

“I just didn’t want every [privatization project] to

look exactly alike,” Hobson remembered. “I wanted

to try different ways to set them up.” After various
Army officials, including Ted Lipham, visited with
Hobson and his staff, he decided to “stop fighting
it” and allow the program to go forward.">
Interviews with the three finalists were held."s
On March 6, 2001, the Army announced that MC
Partners, LLC, which was a partnership of Picerne
Real Estate Group and the IT Group, had been
awarded the Fort Meade project. According to
John Picerne, President of the Picerne Real Estate
Group, one reason that MC Partners was chosen
was because it had consciously focused its pro-
posal on how it could provide the most benefit
and service to soldiers and their families.*+ George
Barbee agreed, stating that it was Picerne’s “frank-
ness” and “sense of honesty” during the interview
that convinced him that Fort Meade could work
and collaborate with Picerne. The Army expected
that MC Partners would complete the CDMP by
the end of 2001 and that construction could begin

in the spring of 2002.'%

SHARING LESSONS

Public-Private Partnership Conference
As work progressed on the three pilot proj-
ects, Apgar and the RCI Task Force looked for

ways to share the important lessons learned from
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FIGURE 5-11. One of Picerne Military Housing’s new family housing developments at Fort Meade, Md.

Courtesy of Picerne Military Housing.

each installation’s experience. One effort focused
on gaining an international perspective on the
RCI program. From April 14 to 16, 2000, the
Defense Department and the United Kingdom
Ministry of Defense (MoD) held a joint confer-
ence on public-private partnerships, co-chaired
by former Secretary of Defense (and soon-to-
be Vice President) Richard Cheney and former
United Kingdom Chief of Defense Staff Field
Marshal Lord Vincent. As part of the conference,
a Housing Working Group discussed RCI and
the United Kingdom’s Private Finance Initiative,
implemented in the 1990s to “move the MoD out
of the housing business altogether” by relying
solely on the private sector to house military
members. The DOD was not interested in this,
however, as it saw providing some on-post hous-
ing as “a fundamental military requirement.”
The two sides found common ground on

other issues. First, they were in accord that three

things were necessary in order to form a success-
ful partnership with private industry. These were
“sharing risks and profits, encouraging innovation,
and overcoming personnel changes.” Second, they
agreed that two major barriers worked against
privatization efforts: political opposition and “the
cultural divide and knowledge gap between the
public and private sectors.” The groups discussed
how to deal with these obstacles, concluding that
both industry and Army officials needed to lobby
Congress on behalf of RCI, and that both military
and industry leaders needed to receive training in

each other’s cultures.””

Fort Carson Conference on Lessons Learned
In addition to discussing privatization con-
cerns with representatives of the United Kingdom,

Assistant Secretary Apgar emphasized the need
for domestic seminars on lessons learned so that

installations contemplating RCI could see what
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other posts that had been through the process had
experienced. In February 2000, at the Pentagon,
Apgar conducted the first conference on privatiza-
tion lessons learned. Then, in August 2000, Apgar
and the RCI Task Force decided to hold these
conferences on bases.

Apgar collaborated with Major General Edward
Soriano, then the senior mission commander at
Fort Carson, to develop the first seminar on les-
sons learned to be held on an actual installation.
The purpose of this seminar was to discuss some
of the issues that had arisen in the course of the
development and implementation of privatization
at the installation. Since transferring housing to
the developer in September 1999, Fort Carson had
already seen new construction and, by Christmas
2000, more than 200 homes that had been vacant
because of maintenance issues would become
available to the installation’s residents. Assistant
Secretary Apgar and the RCI Task Force worked
closely with Major General Soriano to arrange
the conference and prepare the agenda. In addi-
tion to Assistant Secretary Apgar and RCI Task
Force Director Ted Lipham, several senior officials
attended the seminar, including General John
Hendrix, FORSCOM commander; Lieutenant
General LaPorte from Fort Hood; and the ACSIM,
Major General Robert Van Antwerp.'*®

During the seminar, Colonel Michael Kazmier-
ski, garrison commander at Fort Carson, made a
detailed presentation on lessons learned. Kazmier-
ski outlined lessons in three major categories:
pre-award activities, closing and transition activi-
ties, and post-award activities. Under the first
category, Kazmierski emphasized the need for
close and constant communication with school
districts over the way that an increased number
of on-post resident families would affect school

facilities, as well as the way that it would affect the

FIGURE 5-12. Participants at the Fort Carson Conference on
Lessons Learned, 2000.
Courtesy of Jerry Stafford, Fort Carson, Colo.

amount of impact aid that schools received from
the DOD. Another important issue to address early
was taxation. As Joseph Faccone, a financial man-
ager with Ernst & Young, asserted, “The issue of
taxation on these improvements is a state-by-state
battle the Army is going to face.” In the case of Fort
Carson, El Paso County determined that because
the installation was under federal jurisdiction, the
county did not have the power to tax it, but other
counties or states might not necessarily make

the same decision. In Kazmierski’s mind, it was
imperative that commanding generals at installa-
tions discuss taxation policies with local and state
authorities early in the process.”

In terms of the closing process, Kazmierski
explained that because of the numerous things that
had to be accomplished, setting the closing to occur
9o days after the acceptance of the $350,000-con-
tract deliverable, the CDMP, would be preferable to
30 days, which was the timeframe for Fort Carson’s
closing. The shorter time period placed too much
pressure on the partner and was not reasonable. In
addition, both the partner and the Army needed to
make sure that the soldiers and the outlying com-
munities were well-informed about what was going

on with privatization. Kazmierski recommended “a
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robust public affairs plan,” in addition to constant
monitoring of soldiers’ and community residents’
opinions of the program.™

Finally, the group discussed several post-award
lessons learned. One of the major concerns at Fort
Carson was what the partner could do to make
family housing feel more like a community. The
developer at Carson wanted to hold an Easter egg
hunt, as well as provide welcome baskets to new
move-ins. However, Fort Carson’s legal office dis-
approved of such activities because they believed
that they violated the Joint Ethics Regulations,
which stated that a contractor could not provide to
a government employee (which included a soldier)
anything that cost more than $20. The lessons-
learned participants believed this to be too narrow
an interpretation of the regulations and charged
Mark Connor, attorney in the Office of the General
Counsel for the Army, with resolving the issue.
Connor, through consultations with Fort Carson’s
legal staff, decided that the Joint Ethics Regula-
tions allowed exceptions for the types of activities
that the Carson partner proposed. Prior to this
decision, however, Fort Carson Family Housing
had decided to look at other ways to develop a
sense of community.™

The conference also addressed problems
encountered when “historic housing” was included
in privatized housing development. Many of Fort
Carson’s homes would be more than 50 years old
by the time the renovation program went into
effect. According to guidelines promulgated by the
Advisory Council on Historic Preservation (ACHP)
and enforced by each state’s Historic Preserva-
tion Office, a building was eligible for placement
on the National Register of Historic Places once
its age exceeded 50 years, if it met certain criteria
for historical significance. Apgar emphasized that

this issue was not one that only Fort Carson faced,
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as the Army had approximately 12,000 homes

that were either listed on the National Register

of Historic Buildings or eligible for that listing.
Apgar explained that he was in discussions with
the ACHP about how the Army could proceed with
historic homes under the RCI program, noting that
preservation leaders had shown “a great deal of
flexibility” in working with the Army on this issue.
However, because each state’s Historic Preserva-
tion Office had its own character, state-by-state
negotiations would be necessary."

When the Fort Carson conference on lessons
learned ended, participants concluded that it was
a worthwhile event—so much so that additional
conferences were planned after COMP awards
had been made at Fort Lewis and Fort Meade.
Louis Bain, head of the RCI efforts at Fort Lewis,
explained that the meetings facilitated interac-
tion between those installations that had already
privatized housing and those that had not, thereby
elevating the comfort level of leaders who were
uncertain about the RCI process."> Because Bain
and individuals from Fort Hood were present at
the Fort Carson conference, the Army was able,
in Apgar’s words, “to capture real-time issues and
results from that conference and inject the find-
ings directly into the evolving RFQs, procurement
requirements, and other policies.” He considered
the Fort Carson seminar to be one of the most

effective events of his tenure.™

Integrated Process Team

Another step that Apgar took to ensure the
success of privatized housing was to create the
RCI Integrated Process Team (IPT) in early 2000.
Acting on a suggestion from Jacques Gansler,
the Undersecretary of Defense for Acquisitions,
Apgar formed the IPT as a mechanism to provide

high-level policy guidance to RCI. According to




its charter (signed by the Secretary of the Army

in March 2000), the IPT, with an initial life of 24
months, would supervise the RCI pilot programs
and formulate policy on issues affecting more than
one installation. Its membership consisted of the
Assistant Secretary of the Army for Installations
and Environment, who would chair the commit-
tee; the Assistant Secretary of the Army for Finan-
cial Management and Comptroller; the Assistant
Secretary of the Army for Manpower and Reserve
Affairs; the Assistant Secretary of the Army for
Acquisition, Logistics and Technology; the General
Counsel of the Army; the Chief of Engineers; the
Assistant Chief of Staff for Installation Manage-
ment; and the Commanding General, FORSCOM.
Ted Lipham served as staff director of the IPT,
while Colonel Ivan Bolden was the staff execu-
tive, and JLL provided consultant private-sector
expertise and support. The Vice Chief of Staff for
the Army co-chaired the team with Apgar, some-
thing that Lipham called a “smart” move because
it ensured attendance: “None of those two- and
three-stars were going to tell the vice they weren't
going to show up for the meeting.”> In addition,
the IPT provided Apgar with a way to build more
support for RCI from senior leaders in the Depart-
ment of the Army, thus lessening opposition from
installation commanders.

According to Apgar, the IPT was “a board of
directors combined with a think tank.” It met
monthly, and its members could not delegate
attendance responsibilities. “Because of the
four-star co-chairs,” Apgar remembered, “the
three-stars tended to change their schedule when
they had to.” Lipham and Bolden would conduct
analyses of issues needing decisions and then pres-
ent their findings at the IPT meeting. Members
would discuss the findings and then make policy

recommendations. In Apgar’s words, the IPT “kept

the Army leadership engaged in the process on a
policy-making level, while preventing key issues
from being sidelined in the complex staff machin-
ery."® According to Lipham, it essentially “wrote
policy on the fly7

The IPT held its first meeting on May 15, 2000,
when Apgar, Bolden, and General John W. Hen-
drix, FORSCOM commanding general, explained
how the team would work. Hendrix emphasized
that in making policy the IPT had to acknowledge
an installation commander’s authority, while also
preserving military culture and providing trans-
parency to soldiers. Apgar echoed this sentiment,
stating that “installation commanders are the RCI
Bolden explained that the IPT would

”

‘clients.
employ a “five-step systems-based approach to
issue identification, resolution, and implementa-
tion” and that it would address both major and

minor issues.”®

POLICY ISSUES

Other issues that surfaced with the pilot
projects in 2000 and early 2001 remained to be
resolved. Many of these came before the IPT,
which, once it had approved a course of action,
had the power to issue a directive outlining a new
policy. For example, at its June 15, 2000, meeting,
the IPT discussed housing market analyses, their
usefulness to RCI, and their ideal frequency. Based
on this discussion, the IPT issued a directive in
July stating analyses were “critical to the planning,
programming, and associated fiduciary responsi-
bilities” of RCI and that they would be performed
every three to five years, or whenever an “installa-
tion or community experiences significant changes
in demographics, supply of housing, economics
of the region, and/or Basic Allowance for Hous-
ing (BAH).” The RCI Task Force would fund the

analyses for installations privatized over the next
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five years, and the ACSIM would assume responsi-
bility for them thereafter."® Other topics included
conducting the lessons-learned seminars, decid-
ing whether residents could pay rent in arrears
(the IPT said “yes”), determining what standards
RCI housing should meet (those developed by
the installation and developer during the CDMP
process, subject to congressional approval), ascer-
taining the best method for implementing resident
satisfaction surveys (having a third party conduct
them semi-annually for the first five years), and
using a third-party vendor to transfer soldiers’ BAH
to the partner.”®

Some issues required lengthier discussions.
For example, on June 15, 2000, the IPT debated
how installation family housing staffing would be
affected after an RCI award to a developer. This was
a difficult issue because many within the instal-
lation housing offices feared that RCI would end
their jobs.™ Yet setting a clear policy was impor-
tant so that the installation knew at the start of
CDMP development what housing responsibilities
it would retain and what duties it would release to
the partner.>

In the course of the IPT discussion, Ted
Lipham explained that the Army already had a
policy governing post-award housing staffs, based
on its experience at Fort Carson. This policy stated
that the Army would still be responsible for man-
aging the partnership and interacting with the out-
side community, including aiding soldiers with off-
post housing referrals. The IPT discussed whether
this policy was adequate or whether another would
be more appropriate and examined four options.
The first option was to keep the existing policy,
whereby Army headquarters would fund one posi-
tion for every 1,000 houses, as well as fund some-
one to deal with off-post housing and the Deposit

Waiver Program (by which installations would

The Beginning of the RCI Pilot Projects, 1998-2001

work with landlords to waive deposit requirements
for soldiers), and someone to serve as community
liaison. If more positions were needed, the instal-
lation’s Major Command (MACOM) would fund
them. Under options two and three, each pilot site
would select the number of necessary Army staff
positions based on conditions at the installation.
Under option two, Army headquarters would pay
for the positions, while in option three, the post’s
MACOM would fund them. Option four would
require installation staff to oversee the partner. A
staff of five Army personnel, for example, would
monitor 3,000 to 6,000 homes, while others would
deal with off-post referrals, the Deposit Waiver
Program, and community liaison work.’ Ted
Lipham recommended the implementation of
option one, but the IPT decided to examine both
option one and option four in more detail >+

In its July 17, 2000, meeting, the IPT recog-
nized that, because of their experience, those
who had been working as housing staff before the
implementation of RCI would be in high demand
by both the government and the developer to fill
positions after the RCI conversion. Lipham recom-
mended that CDMPs include specific provisions
stating that government workers had the right of
first refusal for any contracted housing jobs that
would exist after RCI."s Based on these discussions,
the IPT issued a directive with four main provi-
sions. First, Army family housing staffing levels
would consist of one individual for every 1,000
homes on an installation, as well as three people
to supervise the RCI project from both an admin-
istrative and financial standpoint. Second, staffing
levels would be maintained at current levels dur-
ing the transition phase to RCI. Third, personnel
ramp-down would begin at the end of the transi-
tion phase. The fourth provision was that the Army

would continue to have responsibility for off-post




referrals and the Deposit Waiver Program. This
four-pronged policy would ensure that Army hous-
ing personnel could respond quickly to soldiers
and their needs.=¢

The IPT examined another issue that had
complicated matters at Fort Carson and that the
three RCI pilot projects were all grappling with—
the effects of privatization on school systems. In
hearings held in March 1999 before the House
Military Installations and Facilities Subcommittee,
Congressman Hefley stated that he interpreted
“ancillary facilities,” as delineated in the MHPI
legislation, to include schools. He wondered what
the DOD’s thoughts were on schools and privatiza-
tion, especially since many privatization projects,
by adding to available housing, would increase the
number of students in an area. Deputy Undersec-
retary Yim explained that few of the services had
actually looked at building schools and that the
main issue was how privatization would affect the
impact aid program with respect to schools.

Under the impact aid program, the DOD paid
school districts certain amounts of money to offset
the number of students that its members added
to the schools. The level of impact aid depended
on how many students lived off base (in housing
subject to taxation) and how many lived on base
(where school-funding taxation did not apply).
Lower levels of aid were provided for students liv-
ing off base, and higher levels for students residing
on base. Since RCI’s primary goal was for housing
to be constructed, operated, and maintained by the
private sector (although located on installations),
Congress and school districts questioned whether
posts should continue to pay the same level of
impact aid. Yim indicated that installations would
still provide the higher level since privatized hous-
ing to that point had not been subject to taxation.

In Yim’s view, this was the primary way that the

DOD could ensure that privatization did not have
a detrimental effect on local schools.”

The Fort Carson project had highlighted the
need to engage outside interests sooner in discuss-
ing issues such as school impacts, but the pilot
installations did not always learn that lesson. Not
long after the issuance of Fort Meade’s RFQ, for
example, members of the Anne Arundel County
School Board expressed concern that privatiza-
tion would strain the capacity of several schools.
According to a newspaper article, the Anne Arun-
del School District did not have the facilities to
accommodate the numbers of new students, esti-
mated by RCI Project Manager George Barbee to be
as many as 700. “If all the numbers come true that
Mr. Barbee talked about,” Thomas Rhoades, county
schools director for program planning, said, “we’'d
be a few elementary schools short.”2® Michael J.
McNelly, a member of the school board, explained
that the main problem was that the Army had not
communicated the impacts early enough to the
district. “We’re being brought on board after the
fact,” McNelly declared.®

In addition to communication issues, another
sticking point was that the Army did not intend
to use the MHPI authorities to construct schools
under the RCI program. This was in part because
RCI leaders felt that a soldier’s BAH should be used
only for the development, operation, and man-
agement of residential communities and in part
because Congress had not offered approval for the
RCI program to construct schools.° After discuss-
ing the matter at its January 2001 meeting, the IPT
issued a directive that it would be RCI policy for
school systems to foot the bill for any new construc-
tion necessitated by implementing RCI. However,
installation leaders needed to ensure that close
communication with stakeholders occurred early in

the RCI process. The IPT directive communicated

Privatizing Military Family Housing

CHAPTER FIVE

that the Army was willing to offer land for school
use and that the higher level of impact aid to
school districts would continue. The directive also
explained that the RCI program wanted to keep
open the option to allow exceptions to the policy, in
case “we construct large-scale developments in new
areas or school districts refuse to build new schools
regardless of requirements.”

Late in 2000, the IPT became aware of funding
issues with the FY 2001 budget. The Army wanted
to budget both for the completion of the pilots
and for work on the next wave of RCI projects. But
the House Armed Services Committee told Army
officials that the committee would not approve
funds for implementing RCI at other installations
until they provided Congress with “proof’ of RCI
success.” The congressional committee also wanted
a report on how additional funds would affect the
Army’s family housing program in general. The
IPT discussed ways of alleviating congressional
concerns, which they considered legitimate. At the
same time, it expressed a desire to fund the execu-
tion of up to six additional RCI projects each year.3

On October 30, 2000, the Army made another
reprogramming request to Congress, this time
asking that $6.6 million originally budgeted to
complete the pilot sites instead be redirected to
start the follow-on FY 2002 projects. Congress
considered the issue for a few months, and Army
officials met with representatives and staffers to
address concerns. Finally, in early 2001, Congress
acted favorably on the reprogramming request,
ensuring that the Army would be able to continue
with additional projects and signifying approval of

the way that RCI pilots had been conducted.

THE UTILITIES CONTROVERSY
One of the more complicated issues that the

IPT addressed involved determining how soldiers

The Beginning of the RCI Pilot Projects, 1998-2001

would pay for utilities under privatization. This
had been a contentious issue at least since the early
planning stages of the Fort Carson project. In the
past, the Army had paid for the water, electric,

and heating bills of military families on the base,
whereas soldiers living off base paid for their own
utilities from their BAH. During the planning
stages of the CVI program at Fort Carson, the Army
left open the question of who would pay for utili-
ties once the private partner took over manage-
ment of family housing. According to Fort Carson
Chief of Staff Tony Koren, several installation
leaders vehemently objected to any proposal that
soldiers be required to pay for their utilities. He
recalled that some generals “would stand up and
literally scream, ‘You people are trying to screw my
soldiers. I will never permit a project that makes
my soldiers pay for their utilities,” even though
only about 30 percent of the garrison population
lived on base, meaning that the other 70 percent
were already paying for their utilities.

Facing such opposition, the Army postponed
making a firm policy decision about utility pay-
ments. It placed a clause in the Fort Carson RFP
that when a project produced sufficient revenue to
assume utility costs without raising the soldier’s
rental amount, the Army might require the partner
to pay for utilities. Still, no set policy was made.

Previously, the OSD had based guidelines
for the payment of utilities under privatization
programs on its 1998 policy on resident utility
payments. This policy stated that utility pay-
ments would come from a service member’s BAH,
based on the assumption that if the developer
were responsible for this cost, it would “introduce
uncertainty into [the developer’s] rental stream,”
thereby affecting the project’s scope. The amount
would be set as an average baseline cost for the

house and would come directly from a portion of




the service member’s BAH designated as a “utility
allowance.” The service member would pay out-
of-pocket for any utility usage that exceeded the
amount in his or her utility allowance. When the
issue came before the IPT, however, its members
did not like the policy because it might lead to
soldiers paying out-of-pocket for utilities. Instead,
the IPT proposed that the partner would pay utility
costs up to a certain cap and the Army would pay
for anything above that cap. The IPT also favored
adding incentives in CDMPs so that developers
would construct energy-efficient homes, thereby
driving down utility costs.°

When Army officials took this proposal to the
OSD, the OSD rejected it, maintaining that its pol-
icy would lead to more energy conservation than
the Army’s proposal. The House MILCON Appro-
priations Subcommittee supported the OSD’s
stance, as did the OMB. The Army then decided to
have the Undersecretary of the Army and the Vice
Chief of Staff take the idea to the Principal Deputy
Undersecretary of Defense for Acquisition, Tech-
nology and Logistics. Apgar told the IPT that if no
“relief” was obtained from that source, he intended
to approach higher officials about the matter.

Discussions were held with the deputy under-
secretary. Army officials reminded him that the
OSD rationale behind the utilities policy included
ensuring that developers had a steady revenue
stream from BAH and that soldiers had an incen-
tive to conserve energy. The OSD also did not want
to subsidize utility costs above a cap because it
could have potential scoring implications with the
OMB. The Army believed that the policy out-
lined by the IPT answered all of these concerns
and fulfilled the service’s “long-standing policy
that privatization will be transparent to soldiers
and families, i.e., there will be no [out-of-pocket]

expenses.”3® After a few months of deliberations

and consultations, the OSD finally decided to let
the Army test its proposed method of utility pay-
ment at Fort Hood.»®

The Fort Hood CDMP, which was approved
by Fort Hood’s commanding general and the
FORSCOM commander on December 13, 2000, thus
contained a stipulation that developers would pay
for utility usage up to a cap and the Army would
pay for any usage over that cap. However, after the
CDMP was sent to the OMB, the OSD, and Depart-
ment of Army headquarters for approval, this
policy became a sticking point. The OMB stated
that if the Army did not require soldiers to pay for
their utility use, the project would be considered
a government project. This would, in essence,
prevent it from receiving favorable scoring.+
Between December 15, 2000, and February 6, 2001,
the OSD, the OMB, and the Army discussed the
utilities issue. Ultimately, they decided that the
Army could not implement its program because
the National Defense Authorization Act of 2001
stated that, although the Secretary of the Army
could provide utilities and services to service
members, the Secretary had to be reimbursed for
whatever utility services were provided.* There-
fore, part of service members’ BAH would be used
to pay for utilities, and the original OSD concept of
how utilities would be covered under privatization
would stand. In March 2001, the Army informed
installation leaders that RCI projects would use the
OSD’s utility policy “effective immediately.+

In June 2001, the RCI Task Force assembled a
“Utility Tiger Team” to develop a strategy for imple-
menting the utilities policy across the Army. This
effort included consulting with soldiers, instal-
lation commanders, utilities experts, and other
stakeholders to develop a program that would
be easy to implement.' The strategy formulated

was then vetted and discussed at a Utility Policy
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Implementation Workshop in April 2003, as well
as at a Professional Housing Management Asso-
ciation seminar in January 2004, which included
representatives from installations and RCI part-
ners. Based on all of this work, in 2005 the Army
implemented on six installations a “mock utility
billing” program that allowed residents to see how
much energy they actually used while also helping
them learn how to conserve.#

Fort Hood provided a good example of how the
mock program proceeded. The installation utilized
a program developed by the U.S. Department of
Energy for determining the normal household
utility usage based on data specific to each house,
including the facade orientation, window size,
ceiling height, number and types of appliances,
and frequency of laundry machine use. Establish-
ing a standard utility baseline proved challenging,
especially since more than 200 different floor plans
existed in Fort Hood housing before privatization.
The installation of meters to measure utility usage
also proved difficult.”s After passing through the
mock program, Fort Hood, together with Forts
Carson, Hood, Meade, Lewis, and Campbell, imple-

mented the utility policy in September 2006.14

THE END OF APGAR’S TENURE

With the election of President George W. Bush
as President of the United States, Apgar’s tenure
as Assistant Secretary of the Army for Installations
and Environment came to an end. As he prepared
to leave office in January 2001, Apgar, together with
Vice Chief of Staff General Jack Keane, planned
one last event that he hoped would solidify RCI’s
position as a viable and continuing program—
a Senior Installation Leaders’ Conference on
how to partner with the private sector. Fifty
two- and three-star generals in Army leadership

attended the conference, held January 10-11, 2001.

The Beginning of the RCI Pilot Projects, 1998-2001

“Partnering with private enterprise on Army instal-
lations” constituted the main theme of the confer-
ence, which covered more than just RCI. General
LaPorte, who had experienced the RCI process at
Fort Hood, told his colleagues at the conference
that RCI was a positive thing that would benefit
their soldiers. According to Apgar, the attendees
were all “engaged” and committed to RCL. In his
mind, this conference meant that senior Army
officers had truly bought into the RCI program,
thereby ensuring its success.?

A few days after the conclusion of the confer-
ence, Apgar attended his final IPT meeting as
Assistant Secretary. At the gathering, he declared
that RCI was now “an established program”
that had “become institutionalized, to a point.”
Vice-President-elect Cheney supported it, Apgar
explained, as did the incoming Secretary of the
Army and most members of Congress. Some dis-
senters still criticized the program, but, on the
whole, RCI had gained general acceptance. Apgar
shared with IPT members what he thought were
his biggest accomplishments as Assistant Secre-
tary, among them executing the pilot projects,
implementing the RFQ and CDMP processes,
and establishing the IPT. Apgar also maintained
that his tenure had brought a shift in the Army’s
thinking about installations, in that Army leaders
now regarded them as “strategic assets.” Instead of
“looking at thousands of individual buildings,” he
explained, “we are viewing the portfolio.”+¥

Looking to the future, Apgar expressed con-
cern that his RCI team was still considered a task
force rather than a permanent office. “OSD and
other services have permanent people assigned
to their privatization offices.... We must do the
same.” He also advocated using the RCI privatiza-
tion strategy to solve other issues on installations.

Finally, he counseled the Army to ensure that RCI




continued to have the “flexibility and responsive-
ness” that had made it successful. Only by avoid-
ing bureaucracy, he concluded, could the Army

continue the progress that RCI had made.+

CONCLUSION

Apgar’s assessment of his accomplishments
and the problems facing RCI were largely accu-
rate. Under his leadership, the Army had restruc-
tured its thinking about how to proceed with
privatizing family housing and had implemented
several procedures. However, the changes did not
come easily. Apgar faced numerous battles with
Congress, especially with Representative Hobson,
over his proposed changes to the Army’s program.
To Hobson (and other congressional leaders), it
appeared that Apgar was proceeding too quickly
with something that was a radical departure for
the government. To Apgar, Congress acted in
almost an obstructionist way with regard to a pro-
gram that he believed would drastically improve
housing on Army installations. Both sides had
valid points. Perhaps Apgar did not fully appre-
ciate the need for congressional buy-in to the
program. And it may be that Congressman Hob-
son especially was reluctant to embrace change,
no matter how valuable it might be. Hobson
later defended his actions by saying, “Everybody
thought I was out to kill housing privatization,
and that was not true.” Instead, he said, he merely
wanted the program to go forward “in a way that
achieves the goals that everybody wants, and
achieves them in a cost-effective manner.” Hob-
son contended that he did not want people in the
future looking back at RCI and asking themselves,
“Why did they do these dumb deals?”s° Of course,
to Apgar, these were not “dumb deals.” But he had
a difficult time persuading Hobson and others of

RCTI’s efficiencies and effectiveness.

Congress was not the only group with reserva-
tions. As we have seen, Army leaders themselves—
both in the Pentagon and on installations—had
qualms about relinquishing control of housing to
private developers. Apgar obtained their buy-in
through the establishment of the IPT, through
the support of key Army leaders such as Generals
Schwartz and LaPorte, and through meetings such
as the Senior Installation Leaders’ Conference. The
work of Apgar’s subordinates, such as Ted Lipham
and Don Spigelmyer, also mitigated discontent.
Most importantly, the progress of the three pilot
projects in 2000 and 2001 convinced many that RCI
was legitimate, while also providing opportuni-
ties for Army leadership to tweak the program as
issues arose. At the IPT meeting on May 10, 2001,
after Apgar had left office, Raymond J. Fatz of the
Office of the Assistant Secretary of the Army for
Installations and Environment explained that
“RCI has ‘turned a corner,” in that “interest and
acceptance from Congress and OSD/Army leader-
ships have changed dramatically over the past two
months" It appeared that going forward into the
Bush administration, RCI was on safe ground and
had become an accepted and established program.
Yet each of the three pilot sites—as well as Fort
Carson—would experience growing pains as they

progressed toward completion.
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FIGURE 6-1. RCI family housing,
Fort Belvoir, Va.
Courtesy of Clark Realty Capital.

* *

*

* *

CHAPTER SIX

Implementing the RCI Pilot
Projects, 2001-2005

y the summer of 2001, the Residential

Communities Initiative (RCI) program was

on firm ground. Although Congress would
continue to ask tough questions about how RCI
was progressing, congressional opposition to the
program had largely ceased. Army leadership had
generally accepted the program, and several instal-
lations were lined up to follow the pilot programs
in implementing RCI. Yet that actual implemen-
tation process sometimes proved difficult. The
experiences of the three RCI pilot projects—Forts
Hood, Lewis, and Meade—shed light on the issues
that arose once the housing had been transferred
to the partner. Although in almost no case was the
switch to RCI a seamless process, in general both
Army and partner RCI staffs developed innovative
ways of coping with the problems, providing les-

sons on which other installations could draw.

CHANGING RCI LEADERSHIP

As the time for implementing the three RCI
pilot projects approached, leadership at the
national level changed. Assistant Secretary of the
Army for Installations and Environment Mahlon
“Sandy” Apgar, IV, departed in January 2001 and for
several months his position lay vacant. Finally, in
August 2001, Dr. Mario Fiori was confirmed as the
new Assistant Secretary. Fiori had served for many
years as an engineer in the U.S. Navy and had also
worked in the U.S. Department of Energy. Because
he lacked Apgar’s real estate background and RCI
was already off and running, Fiori did not focus on
RCI as much as his predecessor had. Instead, he
delegated much of the RCI oversight to two oth-
ers: Geoffrey Prosch, Principal Deputy Assistant
Secretary of the Army (Installations and Environ-
ment), and William Armbruster, Deputy Assistant
Secretary (Privatization and Partnerships).

Prosch, who became Principal Deputy Assis-

tant Secretary in June 2001, was a veteran of both
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FIGURE 6-2. Geoffrey Prosch,
Principal Deputy Assistant
Secretary of the Army for

Courtesy of RCI Office.

the Vietnam and Desert Storm conflicts and had
been garrison commander at Fort Polk. He retired
as a colonel in the Army after serving for 31 years.
Armbruster, who was appointed to his newly created
position by Fiori, was a graduate of the College of
William & Mary, had served for 26 years in the Navy,
and had real estate experience through previous
service with the City of Emporia, Virginia, for which
he developed a revitalization plan. He also served as
director of the Fort Pickett Local Reuse and Rede-
velopment Authority after the Army designated
Pickett for closure under its 1995 Base Realignment
and Closure (BRAC) plan. Although Fiori still main-
tained oversight of the RCI program, Prosch and
Armbruster assumed the main responsibility for
it. According to Armbruster, the fact that the U.S.
Army had created the position of Deputy Assistant
Secretary for Privatization and Partnerships showed
“the importance and emphasis the Army is placing
on privatization initiatives,” especially housing.!
Under Prosch and Armbruster’s leadership, the
programs at Forts Hood, Lewis, and Meade pro-
gressed to the actual transfer of housing into private
hands. The Army, at the behest of Congress and in
response to the Secretary of Defense’s goal to elimi-
nate inadequate housing by the year 2010, issued a
family housing master plan in the summer of 2000
and revised it in 2001. Required under the Mili-

tary Construction Appropriations Act of 2001 (P.L.

Installations and Environment.

FIGURE 6-3. William
Armbruster, Deputy
Assistant Secretary of the
Army for Privatization and
Partnerships.

Courtesy of RCI Office.

106-246), the master plan explained how the Army
would meet the Secretary of Defense’s goal. Accord-
ing to the October 2001 version, the Army planned
on using the three-legged stool of traditional
military construction, privatization, and elimina-
tion of out-of-pocket housing expenses to meet the
goal, which by then had been moved forward by the
Bush administration from 2010 to 2007. The Army’s
master plan predicted that by the end of 2005,
approximately 52 percent of its worldwide inventory
of 11,228 homes would be privatized, including 20
installations in Fiscal Years (FY) 2002 and 2003.2
Ultimately, the Army was the only service to meet
the Office of the Secretary of Defense’s (OSD) goal
of getting all of the required homes built, primarily
using privatization, by 2010. As of 2010, the Army
had privatized 98 percent of the housing inventory
in the United States, totaling 85,424 homes.

In 2002, the Army also created a new orga-
nization under the Office of the Assistant Chief
of Staff for Installation Management (OACSIM)
with authority over installations—the Installation
Management Agency (IMA). Conceived as a way
to streamline the management of Army installa-
tions, the IMA consolidated responsibility for most
U.S. posts in one organization. Before its creation,
in the words of Deputy Assistant Secretary of
the Army (Installations and Housing) Joseph W.

Whitaker, the Army “had fifteen major commands
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doing installation management fifteen different
ways.” With the establishment of the IMA, “now
we have one agency doing it one way.”* The IMA
was headquartered in Arlington, Virginia, and had
oversight of “all facets of installation management,
such as construction, family care, food manage-
ment, environmental programs, well-being, logis-
tics, public works and installation funding.”

With this reorganization, the Army assigned
two commanders to an installation: a senior mis-
sion commander (usually a general), responsible
for military tactics, and a garrison commander
(usually a colonel), who had oversight of instal-
lation operations under the direction of the IMA.
Because the RCI Program Office was already
directly under the Secretariat, it did not experience
much change with the establishment of the IMA,
but the agency’s creation highlighted the increased
emphasis that the Army was placing on ensuring
that installations were well managed.®

In the meantime, all three of the RCI pilots
were in the process of transferring family hous-
ing to the private partner, a task completed by the
end of 2002. The following sections discuss the
implementation of RCI at Fort Carson and at the
pilot projects. Fort Hood had a relatively smooth
transition, while Fort Meade experienced greater
difficulty. Fort Lewis also had some bumps along
the road. The Fort Carson project, meanwhile,
had its own set of issues as it continued down the
RFP/contract path. The launch of privatization at
the pilot installations revealed some of the poten-
tial problems that the Army might face at other
installations and helped the Army leadership make

necessary adjustments to the RCI program.

FORT CARSON (COLORADO)
Although not an RCI pilot program, Fort

Carson’s contract-based Capital Venture Initiatives

Implementing the RCI Pilot Projects, 2001-2005

(CVI) program still offered many lessons for the
Army, especially since it was the first installation to
undergo privatization. Fort Carson faced jurisdic-
tional issues with which other installations would
have to grapple, and its experience showed that a
good working relationship with the developer was
essential for privatization to succeed. Although
the original developer had to sell its share of the
partnership because of the parent company’s
bankruptcy, Fort Carson’s program experienced

a smooth transition to another partner, indicat-
ing that privatization could overcome significant
hurdles in the housing development process.”

In November 1999, the Army transferred oper-
ations at Fort Carson to developer J.A. Jones. At
the time, contract administration of the program
had been transferred from the U.S. Army Corps of
Engineers (USACE) to Fort Carson. Privatization at
Fort Carson was dictated by a contract rather than
a partnership and, for at least the first year after the
transfer, the RCI Program Office did not pay much
attention to Fort Carson’s activities. This suited
the inclinations of Harrison Cole, who became the
project’s contracting officer. “I tried to avoid being
involved with the RCI people or the Washington
people as much as possible,” Cole recalled, happy
to administer the contract the way that the Army
administered other contracts. But by the sum-
mer of 2000, central Army leadership had begun
to focus more on Fort Carson, in part because the
installation was the only privatization project that
had actually transferred to private ownership and
commenced building houses.?® It was then that
Army leadership began to consider Fort Carson as
part of the RCI program and abandoned reference
to it as a CVI project.

One of the major issues that Fort Carson faced
as the first to privatize was determining who had

ju